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41 Offices Worldwide . ..
4,200+ Employees . . .

3,400+ Active Customers . ..
2,700+ Active Projects ...

Innovative Performance—Basec[ Contracts ...

Improved Tuternal Processes and Systems ...
shift Toward Large, Complex Projects. ..
Focus on Program Management ...
$551 Million in Total Contract Revenues . . .
$21 Million in Tncome from Operations . ..
$1.45 Billion in Backlog .. .
89% Increase in Sbm‘e Price...
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One Baker

The facts and figures above represent more than a simple snapshot of our
operations and performance. They are indicative of both our progress in
achieving our vision and the value we provide to the world we serve.
They are components in the value of one~One Baker.

Our progression is continual, as is our evolution in becoming a leading
professional services company, focused on the complete life-cycle of
our customers most complex enginecring and energy challenges.




Fﬁnm&:ﬁaﬂ Summ@lw {Amounts in millions, except per share information)

2004 2003 '
o %y
Revenues $550.8 $426.0 $405.3\?\M
S
Income from Operations 21.4 6.4 17.2 \ %
Net Income 12.3 2.1 9.6
Diluted Net Income Per Share 1.44 0.25 1.12
Shareholders’ Investment 86.5 72.6 71.4
Total Backlog at Year End $1,451.7 $720.7 $545.2
Segment Summary (Amounts in millions)
2004 2003 2002
Revenues
Engineering $343.4 $250.6 $242.6
Energy 207.4 175.4 162.6
Tortal Core 550.8 426.0 405.2
Non-Core —_ — 0.1
Total Revenues $550.8 $426.0 $405.3
Income from Operations
Engineering $21.2 $6.4 $10.3
Energy 1.3 1.3 6.6___
Corporate (1.2) (1.4) (0.9)
Total Core 21.3 6.3 16.0
None-Core 0.1 0.1 1.2
Total Income from Operations $21.4 $6.4 $17.2
Total Contract Revenues Income from Operations Earnings Per Share
$21.4
$550.8 $1 44
$405.3 34260 $17.2
$1.12
$6.4
$0.25
‘ -
2002 2003 2004 2002 2003 2004 2002 2003 2004

Note with respect to Forward-Looking Statements: This Annual Report on Form 10-K, and in particular the “Management’s Discussion and Analysis of
Financial Condition and Results of Operations™ section of Exhibit 13.1 hereto, which is incorporated by reference into Irem 7 of Part I, contains forward-
looking statements concerning future operations and performance of the Company. Forward-looking statements are subject to market, operating and economic
risks and uncerrainties that may cause the Company’s actual results in future periods to be maerially different from any future performance suggested herein.
Facrors that may cause such differences include, among others: increased competition; increased costs: changes in general marker conditions; changes in
industry wrends; changes in the regulatory environment; changes in the Company’s relationship and/or contraces with FEMA; changes in anticipated levels of
government spending on infrastructure, including TEA-21; changes in loan relationships or sources of financing; changes in management; changes in
information systems; and costs to comply with the requirements of the Sarbanes-Oxley Act of 2002. Such forward-looking statements are made pursuant to
the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995,
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DONALD P. FUSILLI, JR.
Président and Chief Execurive Officer

It is with pride in our people, gratitude to
our shareholders, and confidence in our
future that [ can réport thar 2004 represents
a banner year in Biker history. We made
progress toward achlevmg a number of our
long-standing strategic goals; our improved
financial performance is demonstrated in
both record revenues and carmngs per share
(shareholders en;oyed an eighty-nine percent
increase in share price); and we improved our
positions in the markets we serve to sustain
our success. And the source of this
performance is in the Value of One Baker.

The Baker Balanced Scorecard, described in
last year's report as our “roadmap,” provided
the guidance to acturately measure progress
across the key comiponents of finance,
operations, governance and compliance,
marketing and salés, and human resource
development. Through the Balanced
Scorecard approach, we have begun to realize
and leverage the concept of thinking and
acting as “One Baker.”

The notion of Oné Baker will mean different
things to differentjstakeholders. Among
customers, One Baker means they can rely on
our ability to deploy well-rounded and
diversified service offerings across our entire
business to help them achieve their strategic
goals. For employses, it creates advancements
in our product and service delivery methods
while offering new challenges to perform on
large, complex projects that open doors to
further professional development. For
shareholders, it means Baker’s capacity to
recognize and capitalize on varied business
opportunities that, perpetuate growth and
value. |

The common denominator is that this
organization will continue to evolve as 4
leading professional services company, focused
on the complete life-cycle of our customers’ most
complex challenges.,

Of Projects and ﬁrogrms
In 2004, we began to see a fundamental shift
in the way we provide high-value services to
our customers. Project management remains
an integral part of!those services, but by
pursuing and winning large, complex projects
or programs, we increasingly position
ourselves as progrdm managers. Coupled with
this project-to-program shift has been a
continued strengthening of our processes and
systems. These factors, and others, led to our
|

!

success in 2004, helping us to achieve the

following:

o Total Contract Revenues of $551 million,
a twenty-nine percent increase from year-
end 2003

o Operating Income of $21 million, a
company record

° Year-end Cash position of $15.5 million

° Record Backlog of $1.45 billion, compared
to $721 million for year-end 2003

o Year-End Share Price of $19.60, up from
$10.35 for year-end 2003

Riding a Surge of Growth

These improved results also stem from the
strength of our markets, our strategic
positioning and the performance of our
people in both the Enginecring and Energy
segments of our business. Conditions and
trends in our markets in 2004 amplified the
opportunities for Baker as a convergence of
factors played to all of our strengths. It truly
created a surge of new and expanded
challenges and commitments, with a
corresponding growth in revenues.

For example, in 2004, expanding federal
funding of Department of Homeland
Security and Department of Defense
programs drew more deeply on the talent and
expertise of our Engineering segment. State
Departments of Transportation continued to
award design conrracts in the states where we
have a presence, even in the absence of the
reauthorization of TEA-21, the national
surface transportation act. We saw funding
for aviation, particularly expansion and
runway extensions, rebound to near pre-9/11
levels. The continued market dynamics and
owner transitions in the Gulf of Mexico
(GOMj shelf, heavy international energy
exploration and production (E&P)
investment, and onshore domestic
production of both traditional and non-
traditional sources such as coal bed methane,
contributed to our strengthening position in
these markets. The value of One Baker
translated into having the right people with
the right skills ready to respond and address

the customer’s needs.

The core elements of our strategy for growth
remain Maximize, Optimize, Innovate and
Leverage. Our projects and relationships
highlighted here offer clear examples of those
strategic elements in action to produce
positive results for customers, employees and

shareholders.

(X

WILLIAM P. MOONEY
Chief Financial Officer

Operations Highlights

Our Engineering segment achieved gross
revenues of $343 million in 2004, a company
record, with just over forty percent of that
total coming from the federal sector. Over
the course of our 65-year history, Baker has
continually served the federal government, at
varying levels and degrees—in 2004, we
achieved new milestones with these valued
customers.

Our ongoing contract with the Federal
Emergency Management Agency (FEMA) to
conduct its Multi-Hazard Flood Mapping
and Modernization program maximizes the
growth potential of our business segments by
incorporating many parts of Baker into one
comprehensive customer relationship. There
are several other prime examples of this
strategic element, including: the expanding
role with the United States Visitor and
Immigrant Status Indicator Technology (US-
VISIT) program; contracts with the U.S.
Army Corps of Engineers to provide
management services to assist in the
reconstruction of Iraq and Afghanistan;
environmental restoration and construction
management projects at Department of
Defense installations worldwide through the
U.S. Air Force Center for Environmental
Excellence; Global Positioning System data
collection and project management services
in support of the U.S. Census Bureau’s
Geography Division; and the architectural
and engineering services being provided to
help the Pennsylvania 56th Brigade transition
their facilities to accommodate the Seryker
Brigade Combat Team which utilizes the
Army’s new armored quick strike vehicle.
And our work with the Base Realignment
and Closure (BRAC) Act, particularly in
managing the conservation conveyance of a
former U.S. Army depot at Honey Lake,
California, optimizes profitability by being
rewarded for effectively applying our
capabilities and knowledge.

Our traditional markets grew in 2004, as
well. We are performing three different
environmental studies for the Texas
Department of Transportation. Together with
our partners, we are managing the design and
construction of the first new runway at
Chicago’s O’Hare Airport in 30 years. We
expanded our 50-plus-year relationship with
the Pennsylvania Turnpike Commission as
Design Manager for several of its expressway
extension projects. We are serving as Program




BRADLEY L. MALLORY
President — Engineering

Manager for the new Federal Express Mid-
Atlantic Hub in Greensboro, North Carolina.
We were selected to provide project

International markets also generated
important new growth opportunities for the
Energy segment in 2004. In Angola, West

management, public outreach and final design  Africa, we provided a comprehensive 3-D

services for a major Ohio River bridge
between Kentucky and Indiana. And we have
teamed with a major telecommunications
company to provide comprehensive
Geospatial Technology services for their wide
geographic service area.

The Energy segment improved total contract
revenues by eighteen percent in 2004,
bolstered by both market conditions and our
strategic positioning. Despite chis “top-line”
growth, the Energy segment’s profitability in
2004, and in particular the fourth quareer,
was disappointing and is being addressed.
Meanwhile, our energy markets remain active
and dynamic. Record-high oil and gas
commodity prices provided E&P companies
with the financial resources to maintain oil
and gas reserves and re-invest in new
development—an obvious benefit to Baker’s
initiatives in both the domestic and
international E&P markets.

We made progress with our onshore Managed
Services strategy with projects for Huber
Energy in the Texas Panhandle, where we are
providing operations and maintenance
(O&M) services, and in the Powder River
Basin near Sheridan, Wyoming, which is a
coal bed methane project. While our Energy
segment is providing traditional O&M
services for the Powder River project, we have
leveraged our Engineering segment to provide
the highly regulated environmental
permitting and engineering for water disposal
that is a necessity for coal bed methane
projects. Opportunities continued to develop
in the GOM deepwater and shelf areas as
well. Through a relationship with Anglo-
Suisse Offshore Partners, LLC, we are
operating, maintaining and optimizing the
performance of this customer’s oil and gas

virtual reality training program—an
innovation to product and service delivery by
simulating realistic work environments,
helping workers sent to remote locations
begin safe and productive operations
immediately. Nigeria continues to represent
our largest single overseas energy market,
where we are providing Operational Readiness
programs on two deepwater fields for a large
multi-national producer. In Venezuela, our
O&M work serving the national oil and gas
industry increased dramatically in 2004, with
Baker providing O&M and training support
to producers in this imporeant region.
Southeast Asia continues to provide good
opportunities, as well. China is a key
emetging energy market, while our contract
to provide labor for offshore facilities in
Thailand was renewed for another five years.

Changes in Corporate Governance

Our 2004 compliance with the Sarbanes-
Oxley Act resulted in process improvements
throughour Baker, as well as better clarity and
tghter adherence to our operational,
accounting and corporate governance policies
and procedures. Our board and board
committees continue to function with a
heightened awareness of purpose.

Our Future

The ongoing alignment of our processes,
systems and efforts within the organization
promises to expand existing relationships,
develop new ones, and provide opportunities
for continued growth. These initiacives will
also provide a conduit for customers seeking
expertise from other parts of our businesses.
Moving forward, we will continue to pursue
large, complex projects and programs in all of
our market segments as a path to growth. To
do this, we must grow organically, nurture

producing properties located off the Louisiana our talents and evolve, and continue to seek

shore. This marks a new trend in the Energy
sector. Non-traditional oil and gas investors
are buying properties divested by the major
and large independent producers who have
moved into the deepwater GOM and/or
international regions and Baker is well-
positioned to provide these services to these
new GOM asset owners.

opportunities to grow through strategic
acquisitions.

Our reflection on success and optimism for
the future are tempered by the reality of
challenges we face today. FEMA may
experience reductions in funding, based on
the downward pressure to lower the federal
deficit and the intense competition from
other agencies for funding dollars. We are

RICHARD W. GIFFHORN
President — Energy

currently experiencing delays on certain
aspects of the FEMA program, which are
adversely impacting our ability to achieve
performance-based incentives. The
anticipated reauthorization of TEA-21
sometime in mid-2005 will most likely not
have any measurable impact in 2005, but
should benefit our transportation business in
2006, and over the life of the new legislation.
We have taken action to effectively meet these
challenges where we can and position
ourselves in our markets o hedge against
them—as One Baker.

Our success is realized in knowing our

customers have trust in our relationship, rely 1
on our expertise, and receive good value in

the end. Yet, as Thomas Alva Edison once

said, “‘We shall have no better conditions in

the future if we are satisfied with all those we

have at present.” Complacency is always {
lurking and we can ill-afford to rest.

Conclusion

2004 provided many new opportunities for
Baker as an organization. In every corner of ‘
this company, throughout the world, Baker ‘“
people have risen to the Challenge. 2005 will
present new challenges and opportunities that
will be met through our long-standing
tradition of dedication and excellence and
through our ongoing transition to One Baker.

To our sharcholders, thank you for your
continued confidence. To our Board of
Directors, and especially our Chairman,
Richard Shaw, thank you for your unwavering
guidance. To our customers, thank you for
your valued trust. And to our over 4,200
employees around the globe, thank you for
being a key to our 2004 performance.

We apply our talents, we approach our
markets, and we serve our customers through
thousands of individual moments over the
span of a year. But there is a single way in
which we succeed—as One Baker.

Sincerely,

DV

Donald P. Fusilly, Jr.
President and Chief Executive Officer

ChallengeUs.
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Design resides primarily on paper or on a computer screen. The
transformation from design to a productive asset requires much more
than just the physical construction—it relies heavily upon
Construction Services. This is the management of tasks, phases and
people within and diréctly affecting the construction process that are
critical in delivering ajproductive asset. Construction Services also
involves providing the tools and instructions on how to operate and
maintain the asset long-term.

@ In support of the massive reconstruction efforts in Iraq, Baker
provided overall program management, master planning, condition
assessment, project cost estimating, and construction management
services. Under contract with the U.S Army Corps of Engineers,
Transatlantic Programi Center, our role in Iraq is part of an $18.4
billion program that fequired Baker to mobilize experts in many fields
of engineering in a shiort timeframe to Irag, which was at the time a
major war zone. With over 5,000 different construction projects to
marage, chis is the lafgest reconstruction endeavor since the Marshall
Plan rebuilt Europe after World War II, and is in fact, the largest
reconstruction effort in one country, in history. This program also
provided an opportunity to leverage our Energy segment’s expertise in
training and labor management.

@ Our project for Piedmont Triad Airport Authority, which owns and
operates the Piedmont Triad International Airport (GSO) in
Greensboro, North Carolina, incorporates all facets of a program life-
cycle, including commissioning. GSO is the chosen site for the $350
million Federal Expréss Mid-Atlantic Hub (MAH), their largest
expansion in years. This program also involves the construction of
additional infrastruc@ure improvements, totaling over $200 million that
would support the MAH. These include: a new 9,000-foot by 150-foot
runway and associated taxiways; a cross-field taxiway that includes a
bridge structure to cdrry aircraft over a multi-lane roadway; relocation
of a multi-lane limited access highway; construction of a major
directional interchange to serve both the airport and the MAH; site
preparation of over 170 acres for the MAH; and numerous ancillary

i

improvements. Our responsibilities are overall Program Management,
preliminary design, a portion of final design, coordination of all
required environmental permits and actions, which includes
construction management services.

Once constructed and commissioned, physical assets require
Operations, that is the day-to-day activities that make assets useful,
and for our private sector customers, profitable. We've seen ongoing
transitions in the operations markets, particularly in our energy

business in the Gulf of Mexico (GOM).

@ As major and large independent oil and gas companies continue to
divest their GOM shelf properties and shift their focus on deepwater
and international opportunities, non-traditional producers are
purchasing and exploiting these GOM assets. These new entrants to the
GOM are electing not to build large operational infrastructure due to
the operational and cost efficiencies of working with companies with
significant GOM-related experience, such as Baker. We are currently
performing on a 5-year Managed Services contract with Anglo-Suisse
Offshore Partners, LLC, where we are providing production operations
and maintenance (O&M), logistics, supply chain management, human
resources, and health, safety, environmental & compliance services for
Anglo-Suisse’s 4 manned and 21 unmanned offshore Louisiana
production facilities in the GOM.

The onshore O&M markets are gaining strength and continue to be
a key performance driver. We've made good progress with our onshore
Managed Services initiative, particularly with Huber Energy. We
currently have two performance-based, Managed Services agreements
with Huber in the Texas Panhandle and Powder River Basins, totaling
$144 million over a four year period. Additonally, we are making great
strides in the extremely active onshore coal bed methane (CBM) market
with a new contract for Storm Cat Energy in the Powder River Basin.
This represents our second CBM contract in this region, where we are
providing comprehensive Managed Services including field operations,
back office support and production optimization. Because of the
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Although Planning appears first in our journey through the
project/program/asset life-cycle, we could start at any one of the
illustrated phases. But, every challenge needs a point-of-beginning and
the planning process is considered critical to making progress. Baker has
been providing planning services throughout its long history, but in
2004, our planning experts became involved in and completed
landmark projects and programs.

@ Our contract with the Department of Homeland Security’s Federal
Emergency Management Agency (FEMA) to conduct its Multi-Hazard
Flood Mapping and Modernization (Map Modernization) program is a
prime example of our planning successes. This project has been
recognized as one of the United States’ most complex program
management, engineering, digital mapping, and communications
undertakings. As Program Manager, Baker is leading a team of experts
in support of the Map Modernization initiative. We have established
full-service operations in a headquarters office in Alexandria, Va., and
the Baker Team has established 10 Regional Management Centers
located in proximity to the 10 FEMA Regional Offices nationwide.

(@ Another key Baker project is the Department of Homeland
Securiey’s historic, US-VISIT program to secure our Nation’s border.
In this massive, on-going effore, Baker, as part of the Facilities and
Engineering Team for US-VISIT, became embedded in many phases
of the program’s design, development and implementation. We have
provided services from data collection, mapping, geographic
information systems, and environmental and culrural resource studies,
to cost estimating, program management assistance and strategic
planning support.

The end-product of the planning process is more than a map,
rendering, schedule, or information system. It provides the guidance for
subsequent phases of a project, program or asset life-cycle and it

;design

logically leads to the next phase in the life-cycle—the Design process.
Design is an integral part of nearly every project or program that
Baker is involved in. It also cuts across the spectrum of customers and
markets we serve,

@ In our Transportation practice, we are actively engaged ina
number of highway and bridge design projects, one of which is the
$280 million replacement of the causeway over Great Egg Harbor Bay,
from Somers Point, New Jersey to Ocean City, New Jersey, along
Route 52. This New Jersey Department of Transportation project
includes the replacement of four deficient concrete bridges and
roadway crossings with a 2-mile continuous, state-of-the-art,
segmental concrete bridge. The project will include many amenities,
such as a Visitors Center, four fishing piers and a boat ramp. In
addition to the core bridge and roadway design, we are also providing
the environmental permitting, lighting design, traffic design, utilicy
relocation design, ITS design, community invelvement and public
outreach, landscape design and website development. Construction is
scheduled to begin in the fall of 2005.

@ In Annapolis Junction, Maryland, we provided planning, core and
shell architectural design, landscape architecture, and civil
infrastructure engineering for Corporate Office Properties Trust’s, new
$24.5 million, 156,730-square foort office Building 220, at The
National Business Park complex. The five-story building, with its
unique dominate curved glass fagade, is one of two new structures that
flank a horseshoe-shaped composition of buildings already constructed
at The Narional Business Park. Building 211 (also a Baker design) in
the same complex was awarded the 2002 "Award of Excellence” by the
Baltimore Chapter of Associated Builders and Contractors. Baker also
received the Maryland Chapter of the National Association of
Industrial and Office Properties 2004 “Mid Rise Office Park” Award
for the master planning of this entire complex. All combined, Baker
will be responsible for the design of six buildings totaling 775,000-
square feet at The National Business Park.
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What is a life-cycle? Will our customers respond to
the life-cycle approach to their projects, programs
and assets? How will it functionally impact our
business segments? How does the life-cycle parallel
our efforts in Program Management? What value
does incorporating it provide to our stakeholders?
Questions that need answered if we are to succeed in
our long-term strategies—questions that also need
answered to illustrate the value in our “One Baker”

philosophy of doing business.

For Baker, “life-cycle” is the compilation of all
phases of a project, program or asset, that

when performed successfully, allows our customers
to succeed in achieving their strategic goals.

Simple. Direct. Impacting.

As the name implies, the life-cycle is the closely
integrated chain of phases: Planning; Design;
Construction Services; Operations; Maintenance;
and Renewal—a never-ending journey—meaning
the process may commence across or at any given
point along the program/project/asset life-cycle.

The potential value this approach provides, as
aligned with our One Baker philosophy and our
advancements in Program Management, is universal.
It simply touches all of Baker’s stakeholders directly
and differently, but with equal impact. For our
customers, it provides the single source for expertise
required, not just for project completion, but for
management of entire programs or assets and for
their long-term strategic success. For our employees,
it signifies both advancement in the delivery
methods of our products and services, and it
provides opportunities to work on large, complex
challenges. For our shareholders, it equates to

value and growth.

The examples used here provide a roadmap through
this life-cycle—not for just one project, program or
asset, but for the varying types Baker performs,

regardless of the market, segment or sector.
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inherent engineering, construction and water management challenges
CBM projects present, this project continues to provide opportunities
to leverage our engineering capabilities for an energy customer.

Any asset in an ongoing operation will eventually require
Maintenance. Increasingly our customers are seeking our assistance in
controlling and minimizing long-term maintenance costs by pre-
planning at the design, construction and commissioning phases. This
is equally true half way around the globe as it is in the GOM. The
examples below highlight a few of the extraordinary successes Baker
O&M professionals are achieving in the international energy
marketplace.

® The deepwater offshore area of Angola, West Africa, has developed
into a hotbed of E&P activity with production numbers exceeding a
quarter-million barrels of product per day on some platforms. We are
providing comprehensive O&M procedures, 3D Virtual Reality
Platform Training, an Operator Training and Competency Assurance
Plan for the Tension Leg Platform, and developing the database for
the Computerized Maintenance Management System (CMMS)

module for a major E&P company in this region.

One of the world’s largest oil and gas condensate fields is being
developing in northern Kazakhstan, near the Caspian Sea. Baker is
providing extensive CMMS development services for a major E&P
producer there including: procedure development; CMMS training
and familiarization; data collection and database development and
population; critical system assessment procedures; master equipment
and inventory lists; maintenance procedures; spare parts
recommendations; and facilities as-built documentation reviews. We
have performed similar CMMS development projects for customers in
the Gulf of Mexico, Venezuela, Ecuador, Thailand, Africa and the
United Kingdom.

Physical assets and infrastructure age—that is a fact. In some cases,
they are unwittingly abused or simply wear out. Many times these

assets can be renewed—brought back to provide years of extended
serviceabilicy. As stated ealier, a project can begin anywhere across
or along the life-cycle and we have positioned ourselves to seize
these Renewal opportunities.

@D Carderock Division of the Naval Surface Warfare Center
(NSWCCD) in West Bethesda, Maryland, which is the U.S. Navy’s
center of excellence for research, development, testing, and evaluation of
ships and ship systems, is a prime example of how our life-cycle
approach opens opportunities for services we provide throughout the
complete life-cycle. Although this is primarily a planning project, it was
borne out of the need to renew over 187 acres of land and existing
assets. Baker was recently awarded the 2004 National Planning Award
by the Federal Planning Division—American Planning Association, for
providing the “Ourstanding Area Development Plan” for the
“Infrastructure Management Plan NSWC Carderock Division.”

@ The Honey Lake Conservation Conveyance project at Sierra Army
Deport in Herlong, California, is a big, challenging, first-of-its-kind
project where our fees are for expertise and content rather than hours.
It also blends knowledge and resources from practices across the
company. Those very ingredients yield a renewal project that demands
an extraordinary level of program management finesse. The U.S.
Department of the Army (Army) used the 62,000-acre Honey Lake
parcel for a variety of military purposes. In the early 1990s, Honey Lake
was determined to be surplus property to be transferred back to the
State of California. The Army faced an ambitious property transfer goal
and decided to transfer the Honey Lake parcel by means of a
conservation conveyance—the first such transfer in the U.S.

So concludes the project/program/asset life-cycle, as we envision it.
Look across the spectrum of services that each of these challenging
phases demand—one will see our long-term strategies aligned with
this cycle. The challenges highlighted here are but a few of the
opportunities that continue to profile the skill and dedication of our
most valuable resource—our people.

FEN
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RICHARD L. SHAW
Chairman, Michaél Baker Corporation (1966).
Dick has served with Baker in various capacities

for more than 50 years. (1)

ROBERT N. BONTEMPO, Ph.D.

Professor at Colurnbia University School of
Business (1997). Bob joined Columbia in 1989
as assistant professor and was named associate

professor in 1994.i(2) (3)

NICHOLAS P. CONSTANTAKIS, CPA
Retired Partner, Ahdersen Worldwide, SC (1999).
Nick spent more than 36 years with Andersen,
including 25 as a i’artner, working with clients

in an array of indp‘;strics such as engineering,

investments, manufacturing and health
care. (2) (4) ;
WILLIAM J. COPELAND

Retired Vice Chairman, PNC Financial
Corporation (1983). Bill was with Pittsburgh
National Bank fori more than 30 years, including
11 as Vice Chairrr‘ian‘ He served as Baker’s
Chairman from 1984 to 1992, (1) (4)

DONALD P. FUSILLI, JR., J.D., PE.
President and Chibf Executive Officer, Michael
Baker Corporatiox“l (2001). Don has been with
Baker for more thém 30 years, having served as
General Counsel, ﬁnd Executive Vice President
of Baker Energy. Fle was elected President and
CEO in 2001. (1) (5)

{xocxx) Board Membership Date
(1) Executive Commitree

(2) Audit Committee

(3) Compensation Committee

(4) Governance arid Nominating Committees

(5) Health, Safety; Environmental and Compliance Committee

1

ROY V. GAVERT, JR.

Retired Executive Vice President, Westinghouse
Electric Corporation (1988). Roy spent 34 years
with Westinghouse, including 20 in executive

management positions. (3) (5)

THOMAS D. LARSON, Ph.D,, PE.

Former Administrator, Federal Highway
Administration (1993). Tom led the Federal
Highway Administration for four years and was

Secretary of Transportation in Pennsylvania for

eight years. (2) (3) (5)

JOHN E. MURRAY, JR,, S$.J.D.

Chancellor and Professor of Law at Duquesne
University (1997). John formerly served as
President of Duquesne from 1988 to 2001.
Previously, he was a Distinguished Service
Professor at the University of Pittsburgh and
Dean of the Villanova University School of Law.
OORCY

PAMELA S. PIERCE

Most recently, President of Huber Energy,

an operating company of J.M. Huber Corporation
(2000-2001) (2004). Pam is a 27-year veteran of
the oil and gas industry having held a variety of
leadership and managerial positions with Mirant
Americas Energy Capital and Production Company,
ARCO Oil and Gas Company, ARCO Alaska and

Vastar Resources. (5)




SELECTED FINANCIAL DATA

(In thousands, except per share information) 2004 2003 2002 2001 2000
Results of Operations
Total contract revenues $ 550,751 425,983 $ 405,264 $ 403,222 $ 390,710
Income from operations 21,428 6,361 17,227 20,378 10,725
Net income 12,292 2,066 9,566 11,186 5,376
Diluted net income per share $ 1.44 0.25 $ 1.12 $ 1.33 $ 0.65
Return on average equity 15.5% 2.9% 14.4% 20.0% 11.3%
Financial Condition
Toral assets $ 211,744 179,425 $ 145,097 $ 148,386 $ 137,379
Working capital $ 60,133 54,761 $ 41,020 $ 40,954 $ 29,391
Current ratio 1.50 1.60 1.58 1.48 1.35
Long-term debt $ —_ 13,481 $ —_ $ 30 $ 51
Shareholders’ investment 86,532 72,581 71,419 61,493 50,329
Book value per

outstanding share 10.16 8.72 8.52 7.43 6.09
Year-end closing share price $ 19.60 10.35 $ 1095 $ 1520 $ 7.75
Cash Flow
Nert cash provided by/(used in}

operating activities $ 28,921 (14,834) $ (9,120 $ 19,626 $ 12,425
Net cash (used in)/provided by

investing activities (4,807) -(4,787) (20} (7,831) 2,672
Nert cash (used in)/provided by

financing activities (17,769) 18,862 543 (2,435) (9,660)
Increase/(decrease) in cash $ 6,345 (759) $  (8,597) $ 9,360 $ 5,437
Backlog
Total $ 1,451,700 720,700 $ 545,200 $ 509,600 $ 501,900
Share Information
Year-end shares outstanding 8,519 8,320 8,384 8,278 8,267
Average diluted shares

outstanding during year 8,554 8,403 8,543 8,449 8,243
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Business Overview

The Company provides engineering and energy expertise for
public and private sector clients worldwide. The firm’s primary
services include engineering design for the transportation and civil
infrastructure markets, operation and maintenance of oil and gas
production facilities, architectural and environmental services, and
construction management services for buildings and
transportation projects. The Company views its short and long-
term liquidity as being dependent upon its results of operations,
changes in working capital and its borrowing capacity.

Business Environment

The Company’s operations are affected by appropriations of
public funds for infrastructure and other government-funded
projects, capital spending levels in the private sector, and the
demand for the Company’s services in the engineering and
energy markets. Additional external factors such as price
fluctuations and capital expenditures in the energy industry
could affect the Company.

The Federal government’s TEA-21 legislation has made significant
transportation infrastructure funding available to the various state
agencies since its approval in 1998. Since the expiration of TEA-
21 on September 30, 2003, the U.S. Congress and President Bush
have signed several extensions of the program at current funding
levels. The most recent extension, which occurred on September
30, 2004, renewed the same previously extended funding levels
through the end of May 2005. During the current extension
period, a long-term reauthorization of the original TEA-21
program is expected to receive significant Congressional attention.
Prior to the extensions, certain state agencies were limited in their
abilities to apply for Federal transportation funding during 2003,
as they were unable to commit the required martching funds due
to budget constraints. Although further delays in the
reauthorization of TEA-21 could impact the Company’s
transportation design business activity for 2005 and beyond, the
Company is seeing funding of selected new transportation
projects in certain states. For example, during the fourth quarter
of 2004, the Company was selected by the Kentucky
Transportation Cabinet to negotiate a multi-million dollar, multi-
year contract to design a new bridge over the Ohio River
connecting Louisville, Kentucky and Jeffersonville, Indiana. In
addition, the Company recently received three multi-million
dollar transportation-related contracts from the Texas Department
of Transportation. From 2002 through 2004, the Company has
observed increased Federal spending activity on Departments of
Defense and Homeland Security activities, including the Federal
Emergency Management Agency (“FEMA”). To mitigate the
effect of the state transportation budget constraints on the
Company’s business, management has focused more marketing

and sales activity on these agencies of the Federal government.
Additional government spending in these areas, or on
transportation infrastructure, could result in profitability and
liquidity improvements for the Company. Significant contractions
in any of these areas could unfavorably impact the Company’s
profitability and liquidity. In March 2004, the Company
announced that it had been awarded a five-year contract with
FEMA for up to $750 million to serve as the Program Manager
to develop, plan, manage, implement, and monitor the Multi-
Hazard Flood Map Modernization Program for flood hazard
mitigation across the United States and its territories.
Approximately $678 million of this contract value was included
in the Company’s backlog as of December 31, 2004. In addition,
during 2004, the Company was selected for several indefinite
delivery/indefinite quantity task order contracts by the U.S. Army
Corps of Engineers, U.S. Air Force and the U.S. National Guard.
During 2004, the Company was also selected for several contracts
with the Mineral Management Service, agencies within the U.S.
Departments of Transportation and Homeland Security (which
includes FEMA, US-VISIT and the U.S. Coast Guard), the
Department of Energy, and the Federal Bureau of Investigation.

The Company’s Energy business benefited in 2002 from the
utilization of its Managed Services business model by several
offshore oil and gas producers in the Gulf of Mexico. Energy
services provided under this model generated higher margins in
2002 than the Company’s traditional service delivery methods.
During the second half of 2002, many of the properties serviced
under this model were sold by their owners. While the Company
continues to provide operations and maintenance services to the
properties’ new owners, such services reflect lower margin
manpower and logistics work. In 2003, the Company refocused
its Managed Services offerings to onshore U.S. oil and gas
producers, as demonstrated by two new four-year contracts
totaling $144 million received during the year from Huber
Energy. During the third quarter of 2004, the Company executed
a long-term, multi-million dollar Managed Services contract with
Anglo-Suisse Offshore Partners, LLC ("ASOP”) to operate,
maintain and optimize the performance of ASOP’s offshore oil
and gas producing properties in the Gulf of Mexico. The
Company has also increased its penetration into the deepwater
Gulf of Mexico and internarional markets, where oil and gas
producers are currently investing significant amounts of capital
for new projects.

After giving effect to the foregoing, management believes that the
combination of cash generated from operations and its existing
credit facility will be sufficient to meet its operating and capiral
expenditure requirements for at least the next year.
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Results of Operations

The following table reflects a summary of the Company’s operating results (excluding intercompany transactions) for ongoing
operations and non-core operations for the years ended December 31, 2004, 2003 and 2002 (dollars in millions). The Company
evaluartes the performance of its segments primarily based on income from operations before Corporate overhead allocations.

Total Contract Revenues/Income from Operations

2004 2003 2002
Engineering
Revenues ' $ 343.4 § 250.6 $ 2426
Income from operations pre-Corporate overhead 32.5 17.9 16.0
Percentage of Engineering revenues 9.5% 7.1% 6.6%
Less: Corporate overhead (11.3) (11.5) (5.7)
Percentage of Engineering revenues 3.3% 4.5% 2.4%
Income from operations 21.2 6.4 10.3
Percentage of Engineering revenues 6.2% 2.6% 4.2%
Energy
Revenues 207.4 175.4 162.6
Income from operations pre-Corporate overhead 6.0 5.3 9.5
Percentage of Energy revenues 2.9% 3.0% 5.8%
Less: Corporate overhead (4.7) (4.0) (2.9
Percentage of Energy revenues 2.3% 2.3% 1.7%
Income from operations 1.3 1.3 6.6
Percentage af Energy revenues 0.6% 0.7% 4.1%
Non-Core™
Revenues — — 0.1
Income from operations pre-Corporate overhead 0.1 0.1 3.5
Less: Corporate overhead — — (2.3)
Income/(loss) from operations : 0.1 0.1 1.2
Total reportable segments
Revenues 550.8 426.0 405.3
Income from operations pre-Corporate overhead 38.6 23.3 29.0
Percentage of total reportable segment revenues 7.0% 55% 7.2%
Less: Corporate overhead (16.0) (15.5) (10.9)
Percentage of toral reporrable segment revenues ‘ 2.9% 3.6% 2.7%
Income from operations 22.6 7.8 18.1
Percentage of total reportable segment revenues 4.1% 1.8% 4.5%
Other Corporate/Insurance expense (1.2) (1.4) 0.9
Total Company — Income from operations $ 21.4 $ 64 $ 17.2
Percentage of total Company revenues 3.9% 1.5% 4.2%

* The Non-Core segment includes activity associated wich the former buildings and transportation construction operations that are being wound down, and the

former Baker Support Services, Inc. (“BSSI”) subsidiary which was sold in 2000.
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Total Contract Revenues

Total contract revenues increased 29% for 2004. In the
Engineering segment, revenues increased 37%, reﬂecting the
addition of the Company’s above mentioned FEMA map
modernization program management project, which commenced
near the end of the first quarter of 2004. Also, positively impacting
Engineering’s revenues were improved labor utilization rates as a
result of new work added since 2003. These labor utilization rates
have a direct impact on revenues. Engineering’s labor utilization
rates were lower during 2003 due to delays in the commencement
of certain public sector projects due to state budget constraints in
the first half of 2003 and a slow down in its private sector contract
activity during 2003. Revenues from Engineering’s private sector
clients increased by 4% in 2004, while revenues from public sector
clients increased by 41% as a result of the new FEMA project.
Engineering’s revenues for transportation-related services increased
by 6% in 2004 due to the continued funding of transportation
infrastructure projects under the TEA-21 legislation. In the Energy
segment, revenues increased 18% for 2004 primarily as the result
of the two new onshore Managed Services contracts that
commenced during 2003, as well as the addition of several new
overseas contracts and additions to existing contracts that occurred
during 2003 and 2004. The Company’s Non-Core segment posted
no revenues for 2004 or 2003, and had no ongoing operations at
December 31, 2004.

For 2003, the Company’s total contract revenues increased 5%
over 2002. Engineering revenues increased 3% during 2003 and
were adversely impacted by the slow down in private sector
contract activity during 2003, as well as by delays in the
commencement of certain public sector projects due to state
budget constraints during the first half of 2003. Revenues from
Engineering’s private sector clients decreased by 12% in 2003,
while revenues from public sector clients increased by 8%.
Engineering’s revenues for transportation-related services increased
by 7% in 2003, again due to the continued funding of
transportation infrastructure projects under the TEA-21
legislation. In the Energy segment, revenues increased 8% as a
result of the additional overseas contracts that commenced during
2002 and the two new onshore Managed Services contracts that
were previously mentioned. The increases associated with these
new contracts were partially offset by the Company exiting a
portion of its maintenance business. Revenues from Managed
Services contracts decreased significantly for 2003 due to two
clients’ sales, during 2002, of properties that were being serviced
under the Managed Services model. The Company’s Non-Core
segment posted no revenues for 2003 and $0.1 million for 2002,

Gross Profit

Expressed as a percentage of total contract revenues, gross profit
increased to 15.6% in 2004 from 14.3% in 2003. Overall, the
Company’s 2004 gross profit expressed as a percentage of revenues
benefited from cost reduction measures implemented by
management relative to the Company’s medical insurance

coverage and from lower workers’ compensation and general
liability insurance costs. The Engineering segment’s gross profit
percentage increased to 19.3% in 2004 from 18.1% in 2003. This
increase is attributable to the effect of the new FEMA project and
the increase in labor utilization rates, as slightly offset by higher
medical insurance costs. The Energy segment’s gross profit
percentage increased slightly to 10.1% in 2004 from 9.8% in
2003. This improvement reflects an increase in gross profir related
to certain Managed Services contracts in 2004, cost reduction
measures implemented by the Company relative to its medical
and 401(k) retirement benefit plans, and lower general liability
insurance costs. These 2004 Energy improvements were partially
offset by lower profitability associated with certain overseas
contracts. In the Non-Core segment, gross profit amounts
totaling $0.1 million for both 2004 and 2003 primarily reflected
favorable developments associated with certain casualty insurance
claims related to the Company’s former construction operations.

As a percentage of total contract revenues, gross profit decreased
to 14.3% in 2003 from 16.1% in 2002. The Engineering
segment’s gross profit percentage increased to 18.1% in 2003
from 16.7% in 2002. The 2003 gross profit percentage for
Engineering was adversely impacted by the previously mentioned
higher medical and casualty insurance costs, while the lower 2002
gross profit percentage was negatively impacted by the settlement
of certain litigation with the LTV Steel Company (“LTV?”), which
resulted in a charge of $2.4 million during the fourth quarter of
2002, The Energy segment’s gross profit percentage decreased to
9.8% in 2003 from 13.5% in 2002. In addition to higher medical
and casualty insurance costs, Energy’s traditionally higher margin
Managed Services operations experienced a significant decrease in
gross profit margin for 2003. The aforementioned new onshore
Managed Services contracts initated during 2003 experienced
higher than expected start-up costs and did not achieve their
expected levels of performance-based incentives. Also contributing
o Energy’s 2003 gross profit percentage decrease was an overseas
contract for the implementation of a computerized maintenance
management system, which performed below expectations. In the
Non-Core segment, 2003 gross profit of $0.1 million resulted
from favorable developments in certain casualty insurance claims
related to the Company’s former construction operations, as
slighdly offset by charges associated with the settlement of a
construction-related claim. The Non-Core segment posted gross
profit of $3.5 million for 2002 as a result of the favorable
settlement of the ADF International, Inc. ("ADF”) litigation
(discussed in Note 4 to the accompanying financial statements),
as partially offset by adverse developments in casualty insurance
claims related to the Company’s former construction and BSSI
operations and by the unfavorable impact of an offer to settle
project claims related to the sale of a business.

Direct labor expressed as a percentage of total contract revenues
was 31%, 37% and 36% in 2004, 2003 and 2002, respectively.
Direct labor is a major component of the Company’s cost of work
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performed due to the natute of its service businesses. The 2004
decrease was attributable to greater usage of subcontractors by
both the Engineering and Energy segments during the year.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expenses expressed
as a percentage of total contract revenues decreased to 11.8% in
2004 from 12.9% in 2003. Despite an 18% increase in SG&A
expenses for 2004, the decrease in SG&A expenses as a percentage
of revenues resulted from the aforementioned 29% increase in
revenues. The increase in SG&A expenses was primarily related to
accruals for the Company’s 2004 short-term and long-term
incentive compensation programs at maximum levels. Allocated
Corporate overhead costs expressed as a percentage of revenues
decreased in 2004 as a result of lower spending associated with
the Company’s new information systems, as partially offset by
external (i.e., third-party consultant) costs totaling $1.4 million
incurred during 2004 in connection with the Company’s
implementation of Section 404 of the Sarbanes-Oxley Act of
2002 (“SOX”). In the Engineering segment, SG&A expenses
{including Corporate overhead) expressed as a percentage of
revenues decreased 1o 13.1% in 2004 from 15.5% in 2003.
Engineering’s SG&A expenses (excluding Corporate overhead)
expressed as a percentage of revenues decreased to 9.8% in 2004
from 10.9% in 2003. Engineering’s Corporate overhead allocation
amount was slightly lower in 2004, while its revenues increased
by 37%. In addition, Engineering’s higher 2004 incentive
compensation costs were more than offset by its revenue increase”
to result in the SG&A percentage decrease excluding Corporate
overhead. In the Energy segment, SG&A expenses (including
Corporate overhead) expressed as a percentage of revenues
increased to 9.5% in 2004 from 9.0% in 2003. Energy’s SG&A
expenses (excluding Corporate overhead) expressed as a
percentage of revenues increased to 7.2% in 2004 from 6.7% in
2003. Energy’s Corporate overhead allocation percentage was
2.3% in both 2004 and 2003; accordingly, higher 2004 incentive
compensation expense accounted for both of Energy’s SG&A
percentage increases. The Company’s Non-Core segment incurred
no SG&A expenses in either of 2004 or 2003.

Project-to-date external SOX costs, which include $0.2 million of
costs expensed in 2003, totaled $1.6 million at December 31,
2004. In addition to costs associated with the use of internal
resources, management currently estimates its total external SOX
costs related to Section 404 compliance for the year ended
December 31, 2004 will be approximately $1.8 million.
Approximately $0.2 million of this amount is expected to be
incurred during the first quarter of 2005. The Company expects
1o spend less on external costs for its 2005 SOX compliance.

SG&A expenses expressed as a percentage of total contract
revenues increased to 12.9% in 2003 from 11.8% in 2002. This
overall increase in SG8A expenses expressed as a percentage of
revenues resulted principally from Corporate overhead costs
associated with the infrastructure, amortization and consulting

and data conversion costs related to the Company’s new
information systems, which were implemented effective January
1, 2003. Also contributing to the increase in SG&A expenses for
2003 were higher occupancy costs associated with certain office
relocations and lease renewals during the year. Finally, and to0 a
much lesser extent, external SOX costs totaling approximately
$0.2 million were incurred during the second half of 2003. In the
Engineering segment, SG&A expenses (including Corporate
overhead) expressed as a percentage of revenue increased to 15.5%
in 2003 from 12.4% in 2002. Engineering’s SG&A expenses
{excluding Corporate overhead) expressed as a percentage of
revenues increased to 10.9% in 2003 from 10.1% in 2002. The
2003 increase in Engineering’s Corporate overhead allocation is
again primarily actributable to the higher information systems
costs. Engineering’s 2003 increase in its SG&A expenses
(excluding Corporate overhead) primarily results from higher
personnel costs and professional fees, including fees related to
certain key project proposals during the year. In the Energy
segment, SG&A expenses (including Corporate overhead)
expressed as a percentage of total revenues decreased to 9.0% in
2003 from 9.5% in 2002. Energy’s SG&A expenses (excluding
Corporate overhead) expressed as a percentage of revenues
decreased to 6.7% in 2003 from 7.7% in 2002. The 2003
increase in Energy’s Corporate overhead allocation is primarily
attributable to the higher information systems costs. Energy’s
2003 decrease in its SG&A expenses (excluding Corporate
overhead) results from general cost containment, including a
reduction in international travel costs. The Company’s Non-Core
operations incurred no SG&A expenses in 2003 and $2.4 million
in 2002. The 2002 Non-Core SG&A expenses related entirely to
legal costs associated with the ADF and other related litigation
that has been resolved and the writedown of a non-trade
receivable balance in connection with the settlement of a dispute
related to the sale of a business.

Other Income and Expense

Interest income was an insignificant amount in 2004 and 2003
due to minimal invested amounts and low interest rates on
investments during both years. Interest expense decreased to $0.2
million in 2004 from $0.8 million in 2003. The Company was in
a net borrowed position under its credit agreement for the
majority of 2003 and the first quarter of 2004. This borrowed
position during the majority of 2003 and early 2004 resulted
from changes in the Company’s billing process and system
effective January 1, 2003, which caused temporary delays in both
client billings and cash collections during 2003. (See additional
discussion under the Liquidity and Capital Resources section
below.) During the second and third quarters of 2004, the
Company alternated back and forth between net borrowed and
net invested positions. During the majority of the fourth quarter
of 2004, the Company was in a net invested position. Other
income was $1.5 million for 2004 as compared to other expense
of $0.7 million for 2003. The other income amount for 2004
primarily comprised a gain of $0.4 million on the sale of an
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owned ventures, minority interest related to two consolidated
subsidiaries, and foreign currency related gains. Other expense for
2003 primarily consisted of a $0.8 million impairment of an
investment in Energy Virtual Partners (“EVP”), an Energy
services business, whose board voted to discontinue operations
and liquidate the business.

Interest income was an insignificant amount in 2003, decreasing
from $0.3 million in 2002. The decrease in interest income was
the result of the Company being in a net borrowed position with
its banks for the majority of 2003, whereas during 2002, the
Company was in an invested position. As mentioned above, the
change in the Company’s invested/borrowed position resulted
from changes in the Company’s billing process and system
effective January 1, 2003. For the same reasons, interest expense
increased to $0.8 million in 2003 from $0.1 million in 2002.
During 2002, other expense was negligible and resulted
principally from minority interest expense related o the net
income of three consolidated Energy subsidiaries, as almost
entirely offset by equity income from an unconsolidated joint
venture in the Energy segment.

Income Taxes

The Company’s provisions for income taxes resulted in effective
tax rates of 46.1% in 2004, 58.0% in 2003, and 45.0% in 2002.
The differences between these percentages and the 35% statutory
U.S. Federal rate are primarily attributable to state and foreign
income taxes. The Company’s higher effective tax rate for 2003
was the direct result of a less favorable mix of domestic and
foreign taxable income and the Company’s inability to benefit
from foreign tax credits as a result of its overall foreign loss
position. The Company’s non-deductible costs as a percentage of
income before taxes, while lower in dollar volume compared to
prior years, also became proportionately more signiﬁcant in 2003
due to the lower pre-tax income amount. The lower effective rates
for 2004 and 2002 resulted primarily from a more favorable mix
of domestic and foreign taxable income. The 2002 rate was also
impacted by the settlements of the ADF (discussed below) and
LTV marters.

Non-Core Operations

In 2001, Baker Mellon Stuart Construction, Inc. (“BMSCI”), a
wholly-owned subsidiary of the Company, filed appeals of two
judgments entered by the U.S. District Court in favor of ADF, a
subcontractor to BMSCI on a significant construction project. In
conjunction with filing these appeals, BMSCI was required by the
Court of Appeals to post security, and subsequently placed
amounts totaling $12.7 million into an escrow account during
2001.

In separate rulings during February 2002, the Court of Appeals
reversed both of the District Coutt’s prior judgments on behalf of
BMSCI, and remanded the ADF matters back to the District
Court for further proceedings. Based on the decisions of the
Court of Appeals, in August 2002, the Company received $12.3

million of the $12.7 million previously being held in the escrow
account. The remaining escrow amount of $0.4 million, relating
to an aspect of the litigation that was not contested by BMSCI,
was also disbursed by the escrow agent in August 2002 to ADE

Court-mandated mediation of the ADF litigation was conductad
in Orlando, Florida in October 2002. As a result of the
mediation, the Company reached a settlement with ADF
providing for the payment of $3.0 million by the Company to
ADF As a result of this settlement, the Company became
obligated to pay contingent legal fees to its counsel. The
Company recorded a net favorable impact of $5.1 million to the
Non-Core segment’s operating income for the third quarter of
2002. Both the ADF setdement of §5.0 million and the
contingent legal fees of $1.0 million were paid by the Company
during the fourth quarter of 2002. This matter is now closed.

Effective June 1, 2000, the Company completed the sale of BSSI,
a former wholly-owned subsidiary, to SKE International LLC
(“SKE”"). Sale-related disputes arose between SKE and the
Company during 2002. As a result of settlement discussions,
charges related to the writeoff of a non-trade receivable totaling
$0.7 million were recorded to the Non-Core segment’s selling,
general and administrative expenses during 2002. A final
settlement agreement between the parties was executed during
April 2003, under which there were no final payments required
by either party and there was no related effect on the Company’s
2003 financial statements.

Contract Backlog

(In millions) December 31, 2004 December 31, 2003
Engineering $ 1,115.2 $ 4707
Energy 336.5 250.0
Total $ 1,451.7 $ 7207

Backlog consists of that portion of uncompleted work that is
represented by signed or executed contracts. Certain of the
Company’s contracts with the federal government and other
clients may be terminated at will, or option years may not be
exercised; therefore, no assurance can be given that all backlog

will be realized.

The 2004 increase shown above for Engineering reflects the
previously mentioned new five-year map modernization contract
with FEMA for up to $750 million. For Year 1 program
objectives, FEMA awarded Baker Core Task Order 001 with a
total cost-plus-award fee value of $107 million and a performance
period of March 11, 2004 to April 1, 2005. Baker is currently
negotiating a Core Task Order 001 modification to extend the
performance period and provide additional funding. Thereafter,
Baker expects that FEMA will be willing to negotiate and enter
into a new Core Task Order for Year 2 program objectives.
Approximately $678 million of this contract value was included
in the Company’s backlog as of December 31, 2004. Due to the
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task order structure of this contract, realization of the timing and
amount of the original contract value of $750 million is difficult
to predict. In the Energy segment, backlog increased significantly
during 2004 due to the third quarter addition of a new $50
million contract to operate, maintain-and optimize the
performance of oil and gas producing properties in the Gulf of
Mexico. Several other multi-million dollar Energy contracts also
increased the Company’s backlog during 2004. These contracts
include the provision of operations and maintenance services for a
liquified natural gas facility in Nigeria and manpower services for
facility operartors in Venezuela. Oil and gas industry merger,
acquisition and disposition programs affecting the Company’s
clients can result in increases or decreases to the Company’s
Energy backlog. Of the Company’s total backlog at December 31,
2004, amounts totaling $241 million and $160 million are
expected to be recognized as revenue within the next year by the
Engineering and Energy segments, respectively.

Liquidity and Capital Resources

Net cash provided by operating activities was $28.9 million in
2004 compared to net cash used in operating activities of $14.8
million in 2003 and $9.1 million in 2002. The improvement in
cash provided by operating activities for 2004 was the direct result
of significantly higher net income, lower days sales outstanding
associated with outstanding receivables for both the Engineering
and Energy segments at year-end 2004, higher payables at year-
end 2004 associated with Engineering’s new FEMA project, the
accrued Engineering and Energy 2004 incentive compensation
bonuses, and the accrued 2004 discretionary contribution to the
Company’s 401(k) retirement plan totaling $1.5 million. The cash
used in operating activities for 2003 was negatively affected by
lower net income and year-end 2003 increases in receivables and
net unbilled revenues of $10.0 million and $9.5 million,
respectively. These increases were related to the Company’s
implementation of its new billing system and related changes to
its billing process effective January 1, 2003. As a result of these
billing system and process changes, the Company experienced
certain data conversion and training issues, which caused delays in
producing client invoices during the first quarter of 2003. The
Company has been invoicing on a current basis through its new
software since the fourth quarter of 2003. The 2002 cash used in
operations was primarily the result of fourth quarter payments
related to both the settlement and related tax effects of the ADF
litigation (discussed more fully in Note 4 to the accompanying
financial statements), the first quarter payment of 2001 incentive
compensation bonuses, and increases in receivables and net
unbilled revenues.

Net cash used in investing activities was $4.8 million in each of
2004 and 2003, and a negligible amount in 2002. The cash used
in investing activities for 2004 and 2003 relate entirely to capital
expenditures. The cash used in investing activities for 2002 reflects
the receipt of $12.3 million of the funds placed into escrow during
2001 in connection with the ADF litigation, as reduced by capiral

expenditures of $11.4 million and a $1.0 million investment in
Energy Virtual Partners. The capital expenditures for 2004 related
to office and field equipment purchases totaling $1.5 million,
upgrades to the Company’s information systems totaling $1.0
million, and computer software and equipment purchases

totaling $0.9 million. For 2003, the capital expenditures
comprised leasehold improvements totaling $2.5 million for

the Company’s largest Engineering office and $1.4 million relating
to the new information systems. The Company’s capital
expenditures also included computer equipment and software
purchases totaling $0.7 million and $10.4 million for 2003 and
2002, respectively. This significantly higher 2002 amount includes
the purchase and development of computer software totaling $8.7
million related to the implementation of the Company’s new
information systems. During 2004 and 2003, the Company
procured additional compurer sofrware and equipment under the
terms of operating leases.

Net cash used in financing activities was $17.8 million for 2004
versus net cash provided by financing activities of $18.9 miilion
and $0.5 million for 2003 and 2002, respectively. The cash usage
for financing activities during 2004 resulted from repayments of
long-term debr totaling $13.5 million and the elimination of the
book overdrafts balance from year-end 2003, as partially offset by
proceeds from the exercise of stock options totaling $1.7 million.
The cash provided by financing activities for 2003 reflects the
proceeds from long-term debrt totaling $13.5 million, which was
used to fund the aforementioned working capital needs in
conjunction with changes in the Company’s billing process and
system and the resulrant billing and collection delays, and the
Company’s book overdraft position with its bank at year-end
2003. In addition, pursuant to the Company’s stock repurchase
program, the Company paid $0.7 million to acquire 80,400
additional treasury shares during the first quarter of 2003. The
net cash provided by financing activities for 2002 primarily
reflected proceeds from the exercise of stock options.

In 1996, the Company’s Board of Directors authorized the
repurchase of up to 500,000 shares of the Company’s Common
Stock in the open market. During 2003, the Company reactivared
this share repurchase program and repurchased 80,400 additional
treasury shares at a total cost of $0.7 million. The Company made
no treasury share repurchases during 2004 or 2002. As of
December 31, 2004, 414,689 treasury shares had been
repurchased under this program. Also in 2003, the Board of
Directors authorized the Company to repurchase up to 500,000
additional shares of the Company’s Common Stock in the open
market. No shares were repurchased under this additional
authorization during 2004 or 2003. Under its credit agreement,
the Company has limitations on the total number of shares that
may be repurchased. The following rable represents the number of
shares available for repurchase under the Company’s stock
repurchase program:

Challenge U,




B
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

2004 2003 2002

Shares available for repurchase -

beginning of the year 585,311 165,711 165,711
Additional share

authorization — 500,000 —
Share repurchases — (80,400) —_—
Shares available for repurchase -

end of the year 585,311 585,311 165,711

Working capital increased to $60.1 million ar December 31, 2004
from $54.8 million at December 31, 2003. The Company’s
current ratios were 1.50:1 and 1.60:1 at the end of 2004 and
2003, respectively.

During the third quarter of 2004, the Company successfully
negotiated and extended its unsecured credit agreement (the
“Agreement”) with a consortium of financial institutions. The
Agreement provides for an increase in the commitment amount
from $40 million to $60 million, as well as a three-year extension
of the maturity date through September 17, 2008. The
commitment includes the sum of the principal amount of
revolving credit loans outstanding and the aggregate face value of
outstanding letters of credit. The Company experienced increased
cash collections during 2004, and as a result, utilized a portion of
these collections to repay all borrowings under the Agreement.
Accordingly, as of December 31, 2004, no borrowings were
outstanding under the Agreement, however, outstanding letters of
credit totaled $7.1 million.

The Agreement requires the Company to meet minimum equity,
leverage, interest and rent coverage, and current ratio covenants. If
any of these financial covenants or certain other conditions of
borrowing are not achieved by the Company, under certain
circumstances, the banks may demand the repayment of all

(Amounts in thowsands)

borrowings outstanding and/or require deposits to cover the
outstanding letters of credit. The Company currently expects to
be in compliance with these covenants for at least the next year.

The Company plans to utilize its borrowing capacity under the
Agreement for short-term working capital needs and to support
strategic opportunities that management identifies. The
Company’s strategy is to better position itself for growth in its
Engineering and Energy segments through selected opportunistic
acquisitions that compliment the Company’s experience, skills
and geographic presence. The Company considers acquisitions
and investments as a component of its growth strategy and
intends to use both existing cash and the Agreement to fund such
endeavors. If the Company commits to funding future
acquisitions, it may need to adjust its financing strategies by
seeking alternative debt instruments.

As further discussed more fully in Note 13 to the accompanying
financial statements, the Company’s professional liability insurance
coverage had been placed on a claims-made basis with Reliance
Insurance Group (“Reliance”) for the period July 1, 1994 through
June 30, 1999. In October 2001, the Pennsylvania Insurance
Commissioner placed Reliance into liquidation. Due to the
liquidation of Reliance, the Company is currently uncertain what
amounts paid to settle a significant claim will be recoverable under
the insurance policy with Reliance. The Company has submitted
its claim in the Reliance liquidation and believes that some
recovery will result, but the amount of such recovery cannot
currently be estimated. The Company had no related receivables
recorded from Reliance as of December 31, 2004.

Contractual Obligations and Off-Balance Sheet Arrangements
A summary of the Company’s contractual obligations and off-
balance sheet arrangements as of December 31, 2004 is as follows:

Payments due by period

Wichin 1 2-3 4-5 After 5
Contractual obligations Toral year years . years years
Long-term debt obligations $ — $ — 3 — 3 — $ —
Operating lease obligations 65,955 15,694 24,536 15,654 10,071
Capital lease obligations 225 70 140 15 —
Purchase obligations 6,327 4,398 1,582 325 22
Other long-term liabilities 624 — — — 624
Total contractual obligations $ 73,121 $ 20,162  $ 26,258  $ 15994  $ 10,717

Amount of commitment expiration per period

Within 1 2-3 4-5 Over 5
Off-Balance Sheet arrangements Total year years years years
Standby letters of credit $ 7,082 $ 125 % — ¢ — $ 6957
Performance and payment bonds 119 119 — — —
Total commercial commitments $ 7,201 $ 244 $ — $ — $ 6,957
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MICHAEL BAKER CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31,

(In thowsands, except per share amounts) 2004 2003 2002
Total contract revenues $ 550,751 $ 425,983 $ 405,264
Cost of work performed 464,563 364,879 340,015
Gross profit 86,188 61,104 65,249
Selling, general and administrative expenses 64,760 54,743 48,022
Income from operations 21,428 6,361 17,227
Other income/(expense):
Interest income 84 23 290
Interest expense (196) (806) (89
Orther, net 1,480 (658) (34)
Income before income taxes 22,796 4,920 17,394
Provision for income taxes 10,504 2,854 7,828
Net income 12,292 2,066 9,566
Other comprehensive loss -

Foreign currency translation adjustments, net of tax (117) (144) (166)
Comprehensive income $ 12,175 1,922 $ 9,400
Basic net income per share $ 1.46 0.25 $ 1.15
Diluted net income per share $ 1.44 0.25 $ 1.12

The accompanying notes are an integral part of the consolidated financial statements.
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MICHAEL BAKER CORPORATION
CONSOLIDATED BALANCE SHEETS

As of December 31,

ASSETS
(In thousands, except share amounts) 2004 2003
Current Assets
Cash and cash equivalents $ 15,471 $ 9,126
Receivables, net 79,559 74,940
Unbilled revenues on contracts in progress 71,280 51,620
Prepaid expenses and other 12,941 9,899
Total current assets 179,251 145,585
Property, Plant and Equipment, net 17,879 17,402
Other Assets .
Goodwill and other intangible assets, net 8,947 9,233
Other assets 5,667 7,205
Total other assets 14,614 16,438
Total assets $ 211,744 $ 179,425
LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current Liabilities
Accounts payable $ 48,326 $ 22,109
Book overdrafts _ 6,022
Accrued employee compensation 27,278 15,394
Accrued insurance ' 9,180 10,224
Other accrued expenses 13,484 15,242
Billings in excess of revenues on contracts in progress 9,705 16,611
Current deferred tax liability 11,145 5,222
Total current liabilities 119,118 90,824
Other liabilities
Long-term debt — 13,481
Other liabilities 6,094 2,539
Commitments and contingencies (Notes 11 and 13) — —
Total liabilities 125,212 106,844
Sharehoiders’ Investment
Common Stock, par value $1, authorized 44,000,000 shares, issued
8,910,371 and 8,711,235 shares in 2004 and 2003, respectively 8,910 8,711
Additional paid-in-capital 40,000 38,298
Retained earnings 41,769 29,477
Unearned compensation (65) (40)
Other comprehensive loss (1,129) 912)
Less - 391,237 shares of Common Stock in treasury, at cost,
in 2004 and 2003 (2,953) (2,953)
Total shareholders’ investment 86,532 72,581
Total liabilities and shareholders’ investment $ 211,744 $ 179,425

The accompanying notes are an integral part of the consolidated financial statements.
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MICHAEL BAKER CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31,

(In thousands) 2004 2003 2002
Cash Flows from Operating Activities
Net income $ 12,292 $ 2,066 $ 9,566
Adjustments to reconcile net income to net cash
provided by/(used in) operating activities:
Depreciation and amortization 4,604 4,902 4,004
Change in deferred income taxes 7,950 3,975 (911)
Impairment of Energy Virtual Partners — 770 —
Changes in assets and liabilities:
Increase in receivables and contracts in progress (31,194) (18,684) (6,996)
Increase/(decrease) in accounts payable and accrued expenses 36,633 (2,725) (10,371)
Increase in other net assets (1,364) (5,138) (4,412)
Total adjustments 16,629 (16,900) (18,686)
Net cash provided by/(used in) operating activities 28,921 (14,834) (9,120)
Cash Flows from Investing Activities
Additions to property, plant and equipment (4,807) (4,787) (11,355)
Investment in Energy Virtual Partners _— — (1,000)
Receipt of litigation escrow —_ —_ 12,335
Net cash used in investing activities (4,807) (4,787) (20)
Cash Flows from Financing Activities
(Repayments of)/proceeds from long-term debt (13,481) 13,481 (30)
{Decrease)/increase in book overdrafts (6,022) 6,022 —
Proceeds from exercise of stock options 1,734 49 573
Payments to acquire treasury stock — (690) —
Net cash (used in)lprovided by financing activities (17,769) 18,862 543
Net increase/(decrease) in cash and cash equivalents 6,345 (759) (8,597)
Cash and cash equivalents, beginning of year 9,126 9,885 18,482
Cash and cash equivalents, end of year $ 15,471 $ 9,126 $ 9,885
Supplemental Disclosures of Cash Flow Data
Interest paid $ 229 $ 753 $ 58
Income taxes paid $ 2,557 $ 4,826 $ 7,751

The accompanying notes are an integral part of the consolidated financial statements.
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MICHAEL BAKER CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ INVESTMENT

Series B Other
Common Common compre-
Stock, Stock, Additional Unecarned  hensive
Par value Par value Treasury paid-in  Retained compen- income/
(In thousands) $1 $1 Shares Amount capital earnings sation (loss)
Balance, December 31, 2001 $ 7,316 $ 1,297 (334) $(2433) $37,734 $17845 §$ — $ (266)
Net income —_ — —_ — — 9,566 — —
Series B Common Stock
conversions to Common
stock 1,297 (1,297) — — — — — —
Stock options exercised 76 — — — 497 — — —
Restricted stock issued 8 — — — 112 — — —
Restricted stock forfeited (3) — — — (27) — — —
Premium on Series B exchange — — 23 170 (170) — —_ —
Foreign currency translation
adjustments — — —_ — — — — (303)
Balance, December 31, 2002 8,694 — (311) (2,263) 38,146 27,411 — (569)
Net income — — — — — 2,066 — —
Stock options exercised 10 — — — 39 — — —
Restricted stock issued 7 — — — 52 — (40) —_
Options granted — — — — 61 — — —
Treasury stock purchases — — (80) (690) — — — —
Foreign currency translation
adjustments — — — — — — — (343)
Balance, December 31, 2003 8,711 — (391) (2,953) 38,298 29,477 (40) 912)
Net income — —_ — — —_— 12,292 — —
Stock aptions exercised 192 — — — 1,542 — — —
Restricted stock issued 7 — — — 80 — (25) —
Options granted — — — — 80 — — —
Foreign currency translation
adjustments — — — — — — — 217)
Balance, December 31, 2004 $ 8910 § — (391) $(2,953) $40,000 $41,769 $ (65) $(1,129)

The accompanying notes are an integral part of the consolidated financial statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of
Michael Baker Corporation (the “Company”), its wholly-owned
subsidiaries, subsidiaries over which it exercises control and owns
at least 50%, and entities for which the Company is determined
to be the primary beneficiary under Financial Accounting
Standards Board Interpretation No. ("FIN”) 46R, “Consolidation
of Variable Interest Entities.” The Company does not have any
variable interest entities requiring consolidation. Minority interest
amounts relating to the Company’s less-than-wholly-owned
consolidated subsidiaries are included within the other, net
caption in the Consolidated Statements of Income and within the
other liabilities caption in the Consoclidated Balance Sheets.
Investments in non-consolidated affiliates (20 to 50% owned
companies) over which the Company exercises significant
influence are accounted for under the equity method, and entities
in which the Company owns less than 20% are accounted for
under the cost method, in the Consolidated Balance Sheets and
Statements of Income. All intercompany balances and transactions
have been eliminated in consolidation.

Accounting for Contracts

The Company earns its revenues from the provision of
Engineering and Energy related services. In providing these
services, the Company typically incurs direct labor costs,
subcontractor costs, and certain other direct costs (“ODCs”) which
include “out-of-pocket” expenses. Under certain cost-type
contracts with governmental agencies in the Engineering segment,
the Company is not contractually permitted to earn a margin on
subcontractor costs and ODCs. The majority of all other
Engineering contracts are structured such that margin is earned on
direct labor costs, and not on subcontractor costs and ODCs. In
accordance with Emerging Issues Task Force Issue No. (“EITF?)
99-19, “Reporting Revenue Gross as a Principal versus Net as an
Agent,” and EITF 01-14, “Income Statement Characterization of
Reimbursements Received for “Out-of-Pocket” Expenses
Incurred,” the Company has assessed the indicarors provided in
EITF 99-19 and determined that it will include its direct labor
costs, subcontractor costs and ODCs in computing and reporting
its total contract revenues as long as the Company remains
responsible to the client for the fulfillment of the contract and for
the overall acceptability of all services provided.

The majority of contracts in the Engineering segment qualify for
revenue recognition under the percentage-of-completion method
of accounting. Revenues for the current period on fixed-price and
cost-type contracts are determined by multiplying the estimated
margin at completion for each contract by the project’s percentage
of completion to date, adding labor costs, subcontractor costs and
ODCs incurred to date, and subtracting revenues recognized in
prior periods. In applying the percentage-of-completion method
to these contracts, the Company measures the extent of progress
toward completion as the ratio of labor costs incurred to date over

total estimated labor costs at completion. As work is performed
under contracts, estimates of the costs to complete are regularly
reviewed and updated. As changes in estimates of total costs at
completion on projects are identified, appropriate earnings
adjustments are recorded during the period that the change is
identified. Provisions for estimated losses on uncompleted
contracts are recorded during the period in which such losses are
determined. Revenues related to contractual claims, which arise
from customer-caused delays or change orders unapproved as to
both scope and price, are recorded only when the amounts have
been agreed with the client. Profit incentives and/or award fees are
recorded as revenues when the amounts are both probable and
reasonably estimable. For contracts that do not qualify for
percentage-of-completion accounting, revenue is recognized in
accordance with Staff Accounting Bulletin No. (*SAB”) 104,
“Revenue Recognition,” based on management’s best estimate of
the efforts expended relative to the services provided.

Under certain circumstances, the Company may agree to provide
new or additional engineering services to a client without a fully
executed contract or change order. In these instances, although
the costs of providing these services are expensed as incurred, the
recognition of related contract revenues is delayed until the
contracts and/or change orders have been fully executed by the
clients, other suitable written project approvals are received from
the clients, or until management determines that revenue
recognition is appropriate based on the probability of client
acceprance. The probability of client acceptance is assessed based
on such factors as the Company’s historical relationship with the
client, the nature and scope of the services to be provided, and
management’s ability to accurately estimate the realizable value of
the services to be provided.

Total contract revenues for the operations and maintenance
contracts in the Energy segment are primarily recognized as
related services are provided in accordance with SAB 104.
Performance bonuses are earned under cerrain operations and
maintenance contracts in the Energy segment. Because the
amounts of these bonuses are difficult to estimate, such bonuses
are recorded as revenues when the amounts are both probable and
reasonably estimable.

Fair Value of Financial Instruments

The fair value of financial instruments classified as cash and cash
equivalents, receivables and accounts payable approximates carrying
value due to the short-term nature of the instruments. The carrying
value of all long-term debt approximates its fair value.

Use of Estimates
The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of

g
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America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities as of the date of the
financial statements, and also affect the amounts of revenues and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

expenses reported for each period. Actual results could differ from
those which result from using the estimates. The use of estimates
is an integral part of determining cost estimates to complete
under the percentage-of-completion method of accounting for
contracts. Management also utilizes estimartes in recording profit
incentives and/or award fee revenues under its contracts, in the
assessment of the Company’s exposure to insurance claims that
fall below policy deductibles, and to assess its litigation and other
legal claims and contingencies. The results of any changes in
accounting estimates are reflected in the financial statements of
the period in which the changes are determined.

Cash and Cash Equivalenss

Cash and cash equivalents include cash on hand or deposit, and
money market mutual funds with remaining maturities of less
than 90 days at the time of purchase.

Foreign Currency Translation

Many of the Company’s foreign subsidiaries utilize the local
currencies as the functional currency. Accordingly, assets and
liabilicies of these subsidiaries are translated to U.S. Dollars at
exchange rates in effect at the balance sheet date whereas income
and expense accounts are translated at average exchange rates
during the year. The resulting translation adjustments are
recorded as a separate component of shareholders’ investment.
The Company also has a foreign subsidiary for which the
functional currency is the U.S. Dollar. The resulting translation
gains or losses for this subsidiary are included in the Consolidated
Statements of Income. -

Long-Lived Assers

In accordance with Statement of Financial Accounting Standards
No. {(“SFAS”) 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets,” the Company evaluates the recoverability
of its long-lived assets when events or changes in circumstances
suggest that the carrying value of assets may not be recoverable.

Depreciation and Amortization

Depreciation on property, plant and equipment is principally
recorded using the straight-line method over the estimated useful
lives of the assets. The estimated useful lives range from 2 to 40
years on buildings and improvements, 3 to 10 years on
equipment and vehicles, 30 years for marine vessels, and 3 to 7
years on computer hardware and software. Upon disposal of
property, the asset and related accumulated depreciation accounts
are relieved of the amounts recorded therein for such items, and
any resulting gain or loss is reflected in income. Amortization of
finite-lived intangible assets is provided on a straight-line basis
over the estimated useful lives of the assets. Aside from goodwill,
the Company’s sole intangible asset is a non-compete agreement
which is being amortized over 7 years.

Capitalization of Software Costs
The Company capitalizes certain costs incurred in connection
with developing or obtaining internal use software in accordance

with Statement of Position 98-1, “Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use.”
During the software application development stage, capitalized
costs include the cost of the software, external consulting costs
and internal payroll costs for employees who are directly
associated with a software project. Similar costs related to sofrware
upgrades and enhancements are capitalized if they result in added
functionality which enables the software to perform tasks it was
previously incapable of performing. These capitalized software
costs are included in “Property, plant and equipment, net” in the
Consolidated Balance Sheets. Software data conversion, training
and maintenance costs are expensed in the period in which they
are incurred.

Goodwill

Goodwill, which represents the excess of acquisition cost over the
fair value of net assets of acquired companies, has not been
amortized since the Company adopted SFAS 142, “Goodwill and
Other Intangible Assets” on January 1, 2002. The Company’s
goodwill balance is evaluated for potential impairment during the
second quarter of each year or when events occur or
circumstances change that could cause the balance to be impaired.
The evaluation of impairment involves comparing the current fair
value of the business to the recorded value, including goodwill.
The Company utilizes estimates of future net cash flows and
earnings before interest, taxes, depreciation and amortization
(“EBITDA”) multiples to determine the fair value of the business.

Accounting for Stock Opiions

As permitted under SFAS 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure” and discussed further
in Note 15, the Company adopted the prospective method of
applying SFAS 148. Under the prospective method, the Company
began expensing the fair value of all stock options granted,
modified or settled effective January 1, 2003. Prior to January 1,
2003, the Company utilized the intrinsic value method of
accounting for stock-based compensation, as originally
promulgated by Accounting Principles Board Opinion No.
(“APB”) 25, “Accounting for Stock Issued to Employees,” and as
permitted under SFAS 123, “"Accounting for Stock-Based
Compensation.”

Earnings Per Common Share

The following table summarizes the Company’s weighted average
shares outstanding for the years ended December 31, 2004, 2003
and 2002. The addirional shares included in diluted shares
outstanding are entirely attributable to stock options.

Weighted Average

Shares Qutstanding 2004 2003 2002
Basic 8,402,467 8,324,381 8,350,940
Diluted 8,554,177 8,402,852 8,543,144
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As of December 31, 2004, 2003 and 2002, the Company had
174,624, 296,435 and 166,842 stock options outstanding,
respectively, which were not included in the computations of
diluted shares outstanding for the respective twelve-month
periods because the option exercise prices were greater than the
average market prices of the common shares. Such options could
potentially dilute basic earnings per share in future periods. The
weighted average shares outstanding for 2003 and 2002 have
been revised to reflect the effect of 50,000 stock options that
were previously tnadvertently excluded. This revision had no
effect on the previously reported 2003 and 2002 diluted earning
per share amounts.

Reclassifications

Certain reclassifications have been made to prior years' financial
statemnents and footnotes in order to conform to the current year
presentation.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In January 2003, the Financial Accounting Standards Board
(“FASB”) issued FIN 46, which was subsequently revised in
December 2003 by FIN 46R. FIN 46 clarifies Accounting
Research Bulletin No. 51, “Consolidated Financial Statements,”
and requires that unconsolidated variable interest entities be
consolidated by their primary beneficiaries. The primary
beneficiary is the party that absorbs a majority of the entity’s
expected losses or returns as a result of holding the variable
interest. FIN 46 was required to be applied immediately to
variable interest entities created or acquired after January 31,
2003. For variable interest entities created or acquired before
February 1, 2003, FIN 46 was required to be adopted by the
Company no later than January 1, 2004. The Company adopted
the provisions of these interpretations by the required dates. Such
adoption had no impact on the Company’s financial statements.

In March 2004, the FASB ratified the consensus reached by the
Emerging Issues Task Force with respect to EITF 03-16,
“Accounting for Investments in Limited Liabilitcy Companies.”
According to EITF 03-16, a limited liability company (“LLC”)
that maintains a “specific ownership account” for each investor
should be viewed similar to a limited partnership for determining
whether a noncontrolling investment in an LLC should be
accounted for using the cost or equity method. The consensus
applies to all investments in LLCs (except those required to be
accounted for as debt securities) and was effective for reporting
periods beginning after June 15, 2004. The Company has
reviewed its investments in LLCs and has determined that its
current accounting treatment for these investments is consistent
with the guidance in EITF 03-16.

In December 2004, the FASB issued SFAS 123 (Revised), “Share-
Based Payment” (“SFAS 123R”), which replaces SFAS 123 and
supersedes APB 25. SFAS 123R is effective for the first interim or

annual reporting period that begins after June 15, 2005, and
requires that the expense resulting from all share-based payment
transactions be recognized in the financial scatements. This
statement applies to all awards granted after the required effective
date, and shall not apply to awards granted in periods before the
required effective date, except if prior awards are modified,
repurchased or cancelled after the effective date. Effective July 1,
2005, the Company will adopt the provisions of SFAS 123R and
does not expect there will be any material impact on its financial
statements.

In December 2004, the FASB issued SFAS 153 “Exchanges of
Nonmonetary Assets—an Amendment of APB No. 29.” APB 29 is
based on the principle that exchanges of nonmonetary assets
should be measured based on the fair value of assets exchanged.
The guidance in APB 29, however, included certain exceptions to
that principle. SFAS 153 amends APB 29 to eliminate the
exception for nonmonetary exchanges of similar productive assets
and replaces it with a general exception for exchanges of
nonmonetary assets that do not have commercial substance. The
provisions of this statement are effective for nonmonetary asset
exchanges occurring in fiscal periods beginning after June 15,
2005. The Company does not expect the provision of this
statement will have any impact on its financial statements.

In December 2004, the FASB issued Staff Position No. (“FSP”)
109-1, “Accounting for Income Taxes, to the Tax Deduction on
Qualified Production Activities Provided by the American Jobs
Creation Act of 2004,” and 109-2, “Accounting and Disclosure
Guidance for the Foreign Earnings Repatriation Provision within
the American Jobs Creation Act of 2004.” FSP 109-1 provides
guidance on the application of SFAS 109, “Accounting for
Income Taxes,” to the provision within the American Jobs
Creation Act of 2004 (“the Act”) that provides a tax deduction on
qualified production activities. FSP 109-2 provides for a special
one-time tax benefit on the repatriation of certain foreign
earnings to a U.S. taxpayer, provided certain criteria are met. The
Company is currently evaluating both provisions of the Act, and
the related FASB guidance, to determine their potential impact
on the Company’s future financial statements.

In December 2003, the Securities and Exchange Commission
(“SEC”) issued SAB 104, which supersedes SAB 101, “Revenue
Recognition in Financial Statements.” SAB 104’ primary purpose
is to rescind accounting guidance contained in SAB 101 related to
multiple element revenue arrangements, which was superseded as
a result of the issuance of EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” While the wording of
SAB 104 has changed to reflect the issuance of EITF 00-21, the
revenue recognition principles of SAB 101 remain Jargely
unchanged by the issuance of SAB 104. The Company adopted
the provisions of EITF 00-21 during the third quarter of 2003;
therefore, the Company’s compliance with SAB 104 has had no

%
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3. CONTRACTS

Revenues and billings to date on contracts in progress at
December 31, 2004 and 2003 were as follows (in millions):

2004 2003

Revenues $2,167.2 $ 1,662.2
Billings (2,105.6) (1,627.2)
Net unbilled revenue $ 616 $ 350

Trade receivable balances totaling $5,752,000 and $5,939,000 at
December 31, 2004 and 2003, respectively, relate to retainage
provisions under long-term contracts which will be due upon
completion of the contracts. Based on management’s estimates,
$3,946,000 and $1,917,000 of these retention balances ac
December 31, 2004 and 2003, respectively, were expected to be
collected within one year of the balance sheet dates, and were
therefore included in the receivables, net balances. The remaining
retention balances reflect long-term assets, which were included in
the other assets balances in the Consolidated Balance Sheets.

The Company had allowances for doubtful accounts totaling
$683,000 and $2,392,000 as of December 31, 2004 and 2003,
respectively. These allowance amounts reflect receivable balances
for which collection is doubtful, and have been netted against the
receivables balances shown in the Consolidated Balance Sheets.
The reduction in the allowance as of December 31, 2004
primarily reflects the 2004 writeoff of an Energy customer
balance, which had previously been fully reserved.

Consistent with industry practice, within each of the Company’s
operating segments, credit is granted to customers for the
payment of services rendered. Although the Company has a
diversified client base, a substantial portion of its receivables and
net revenues on contracts in progress reflected in the
Consolidated Balance Sheets is dependent upon U.S. federal and
state government funding.

Federal government contracts are subject to the U.S. Federal
Acquisition Regulations (“FAR”). These contracts and certain
contracts with state and local agencies are subject to audits, which
generally are performed by the Defense Contract Audit Agency
(“DCAA”). The DCAA audits the Company’s overhead rates, cost
proposals, incurred government contract costs and internal
control systems. During the course of its audits, the DCAA may
question incurred costs if it believes the Company has accounted
for such costs in a manner inconsistent with the requirements of
the FAR or the U.S. Cost Accounting Standards, and may
recommend that the Company’s U.S. government corporate
administrative accounting officer disallow any such costs.
Historically, the Company has not experienced significant
disallowed costs as a result of these audits; however, management
cannot provide assurance that future DCAA audits will not result
in material disallowances of incurred costs.

Internationally, the Company conducts business in certain
countries where the local political environment subjects the
Company’s related trade receivables, due from subsidiaries of
major oil companies, to lengthy collection delays. Based upon
past experience with these clients, after giving effect to the
Company’s related allowance for doubtful accounts balance at
December 31, 2004, management believes that these receivable
balances will be fully collectible.

4. NON-CORE OPERATIONS

In 2001, Baker Mellon Stuart Construction, Inc. (“BMSCI”), a
wholly-owned subsidiary of the Company, filed appeals of two
judgments entered by the U.S. District Court in favor of ADF
International, Inc. (“ADF”), a subcontractor to BMSCI on a
significant construction project. In conjunction with filing these
appeals, BMSCI was required by the Court of Appeals to post
security, and subsequently placed amounts totaling $12.7 million
into an escrow account during 2001.

In separate rulings during February 2002, the Court of Appeals
reversed both of the District Court’s prior judgments on behalf of
BMSCI, and remanded the ADF matters back to the District
Court for further proceedings. Based on the decisions of the
Court of Appeals, in August 2002, the Company received $12.3
million of the $12.7 million previously being held in the escrow
account. The remaining escrow amount of $0.4 million, relating
to an aspect of the litigation that was not contested by BMSCI,
was also disbursed by the escrow agent in August 2002 to ADE

Court-mandated mediation of the ADF litigation was conducted
in Orlando, Florida in October 2002. As a result of the mediation,
the Company reached a settlement with ADF providing for the
payment of $5.0 million by the Company to ADFE As a result of
this settlement, the Company became obligated to pay contingent
legal fees to its counsel. The Company recorded a net favorable
impact of $5.1 million to the Non-Core segment’s operating
income for the quarter ended September 30, 2002. Both the ADF
settlement of $5.0 million and the contingent legal fees of $1.0
million were paid by the Company during the fourth quarter of
2002. This matter is now closed.

Effective June 1, 2000, the Company completed the sale of Baker
Support Services, Inc. (“BSSI”), a former wholly-owned
subsidiary, to SKE International LLC (“SKE”). Sale-related
disputes arose between SKE and the Company during 2002. As a
result of settlement discussions, charges related to the writeoff of a
non-trade receivable totaling $0.7 million were recorded to the
Non-Core segmentss selling, general and administrative expenses
during 2002. A final settlement agreement between the parties
was executed during April 2003, under which there were no final
payments required by either party and there was no related effect
on the Company’s 2003 financial statements.

.26 -



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. BUSINESS SEGMENT INFORMATION

The Company’s business segments reflect how executive
management makes resource decisions and assesses its
performance. The Company has the following three reportable
segments:

* The Engineering segment provides a variety of design and
related consulting services. Such services include program
management, design-build, construction management,
consulting, planning, surveying, mapping, geographic
information systems, architectural and interior design,
construction inspection, constructability reviews, site
assessment and restoration, strategic regulatory analysis,
regulatory compliance, and advanced management systems.

* The Energy segment provides a full range of services for
operating energy production facilities worldwide. These services
range from complete outsourcing solutions to specific services
such as training, personnel recruitment, pre-operations
engineering, maintenance management systems, field
operations and maintenance, procurement, and supply chain
management. Many of these service offerings are enhanced by
the utilization of this segment’s Managed Services operating
model as a service delivery method.

* The Non-Core segment includes activity associated with the
former buildings and transportation construction operations
that are being wound down and the former BSSI subsidiary,
which was sold in 2000. This segment has no active operations
or employees.

The accounting policies of the segments are the same as those
described in the summary of significant accounting policies (see
Note 1). The Company evaluates the performance of its segments
primarily based on operating income before Corporate overhead
allocations.

The following tables reflect the required disclosures for the
Company’s reportable segments (in millions):

Total Contract Revenues/Income from Operations

2004 2003 2002
Engineering
Revenue $ 343.4 $ 2506 $ 2426
Income from operations
pre-Corporate overhead 325 17.9 16.0
Less: Corporate overhead (11.3) (11.9) (5.7)
Income from operations 21.2 6.4 10.3
Energy
Revenue 207.4 175.4 162.6
Income from operations
pre-Corporate overhead 6.0 5.3 9.5
Less: Corporate overhead (4.7) 4.0) (2.9)
Income from operations L3 1.3 6.6
Non-Core
Revenue — — 0.1
Income from operations
pre-Corporate overhead 0.1 0.1 3.5
Less: Corporate overhead — (2.3)
Income from operations 0.1 0.1 1.2
Total reportable segments
Revenues 550.8 426.0 405.3
Income from operations
pre-Corporate overhead 38.6 23.3 29.0
Less: Corporate overhead (16.0) (15.5) (10.9)
Income from operations 22.6 7.8 18.1
Other Corporate/
Insurance expense 1.2) (1.4) (0.9)
Total Company -
Income from operations $ 214 $ 64 $ 172
2004 2003
Segment assets:
Engineering $ 1129 § 999
Energy 69.3 64.0
Non-Core 0.9 0.9
Subtotal — segments 183.1 164.8
Corporate/Insurance 28.6 14.6
Total $ 211.7 % 1794
2004 2003 2002
Capital expenditures:
Engineering $ 33 % 31 § 20
Energy 0.4 0.5 0.5
Subtotal — segments 3.7 3.6 25
Corporate 1.1 1.2 8.9
Total $ 48 § 48 $ 114
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2004 2003 2002

Depreciation and

amortization expense:

Engineering $ 21 §$§ 25 §$ 28
Energy 0.9 1.0 1.1
Subtotal — segments 3.0 3.5 3.9
Corporate 1.6 1.4 0.1
Total $ 46 $ 49 § 40

The Company has determined that intersegment revenues, equity
in the net income of investees accounted for by the equity
method, and the amount of investment in equity method
investees, by segment, are immaterial for further disclosure in
these financial statements.

The Company’s entetprise-wide disclosures are as follows
(in millions):

2004 2003 2002
Total contract revenues
by type of service:
Engineering $ 3434 §$ 2506 $ 2426
Operations & maintenance 207.4 175.4 162.6
Construction —_— — 0.1
Total $ 550.8 $ 4260 $ 405.3
2004 2003 2002
Total contract revenues
by geographic origin:
Domestic $ 483.6 $ 3714 $ 358.0
Foreign 67.2 54.6 47.3
Total $ 550.8 $ 426.0 $ 405.3
2004 2003 2002
Total contract revenues
by principal markets:
United States government 25.9% 16.6% 13.9%
Various state governmental and
quasi-governmental agencies 30.3% 34.8% 32.1%
Commercial, industrial
and private clients 43.8% 48.6% 54.0%

The Company’s business is substantially conducted in the United
States. Contracts with various branches of the U.S. government
accounted for 26%, 17% and 14% of the Company'’s total
contract revenues for the years ended December 31, 2004, 2003
and 2002, respectively. One customer in the Engineering
segment, the Federal Emergency Management Agency (‘FEMA”),
accounted for approximately 15% of the Company’s total contract
revenues in 2004. No individual customer accounted for more
than 10% of the Company’s toral contract revenues in 2003 or
2002. Long-lived assets are principally held in the United States;
amounts held in other locations are immaterial.

6. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the following (in
thousands):

2004 2003

Land $ 486 $ 486
Buildings and improvements 9,776 8,673
Equipment and vehicles 12,548 10,815
Computer hardware 12,507 12,652
Computer software 16,589 14,904
Total, at cost 51,906 47,530
Less — Accumulated depreciation (34,027) (30,128)

Net property, plant and equipment  $ 17,879 $ 17,402

The Company entered into certain capital leases of vehicles
during 2004, which are included in the caption equipment and
vehicles. The cost of these vehicles under capital leases totaled
$235,000, with related 2004 depreciation expense of $67,000.
These vehicles are being depreciated over 3 years. The Company
did not have any capital leases in 2003 or prior periods.

7. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets consist of the following
(in thousands):

2004 2003
Goodwill:
Engineering $ 1,006 $ 1,006
Energy 7,465 7,465
Total goodwill 8,471 8,471
Other intangible assets, net of
accumulated amortization
of $1,524 and $1,238, respectively 476 762
Goodwill and other
intangible assets, net $ 8,947 $ 9,233

Under SFAS 142, the Company’s goodwill balance is not being
amortized and goodwill impairment tests are being performed at
least annually. The Company completed its most recent annual
impairment review during the second quarter of 2004, and no
impairment charge was required.

Amortization expense recorded on the other intangible assets
balance was $286,000 for 2004 and 2003 and $285,000 for
2002. Future amortization expense on this balance is estimared to
be $286,000 for the year ending December 31, 2005, with the
remaining balance of $190,000 being amortized in 2006.

8. LONG-TERM DEBT AND BORROWING AGREEMENTS

During September 2004, the Company amended and restated its
unsecured credit agreement (the “Agreement”) with a consortium
of financial institutions. The Agreement provides for an increased
commitment of $60 million through September 17, 2008. The
commitment includes the sum of the principal amount of
revolving credit loans outstanding and the aggregate face value of
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outstanding letters of credit. As of December 31, 2004, there were
no borrowings outstanding under the Agreement; however,
outstanding letters of credit totaled $7.1 million as of this date.

The Agreement provides for the Company to borrow at the bank’s
prime interest rate or at LIBOR plus an applicable margin
determined by the Company’s leverage ratio (based on a measure
of EBITDA to indebtedness). The Agreement also requires the
Company to meet minimum equity, leverage, interest and rent
coverage, and current ratio covenants. If any of these financial
covenants or certain other conditions of borrowing are not
achieved by the Company, under certain circumstances, the banks
may demand the repayment of all borrowings outstanding and/or
require deposits to cover the outstanding letters of credit. Under
the Agreement, the Company pays the bank commitment fees of
3/8% per year based on the unused portion of the commitment.

In 2003, as a result of the increased borrowings and its financial
performance, the Company was required to seek and obtain
waivers of several of its financial ratio covenants at the end of the
second and third quarters. The most notable covenants that
required waivers were debt to cash flow and leverage ratios. In
connection with the third quarter waiver, the Company was able
to amend its minimum owners’ equity and leverage ratio financial
covenants effective with the fourth quarter of 2003 computations,
and the cost in excess of billings covenant was eliminated.

In the second quarter of 2003, the Company also entered into an
agreement with its banks to provide a Revolving Credit Note (the
“Note”) in the amount of $5 million through the middle of the
third quarter of 2003. The Note provided the Company with
additional liquidity that was needed in conjunction with changes
in its billing process and system which caused temporary delays in
both client billings and cash collections during the first nine
months of 2003. All borrowings were repaid and the Note
matured during the third quarter of 2003.

The average daily balance outstanding when the Company was in
a borrowed position was $6,757,000 and $23,214,000 at
weighted-average interest rates of 3.29% and 3.47% for 2004 and
2003, respectively. The proceeds from 2004 and 2003 borrowings
under the Agreement were used to meet various working capital
requirements. The Company did not borrow under the
Agreement during 2002.

9. CAPITAL STOCK

In 1996, the Board of Directors authorized the repurchase of up
to 500,000 shares of the Company’s Common Stock in the open
market. During 2003, the Company reactivated this share
repurchase program and repurchased an additional 80,400
treasury shares at an average market price of $8.58 per share
(based on marker prices ranging from $7.90 to $8.81 per share)
for a total cost of $690,000. The Company made no treasury
share repurchases during 2004 or 2002. As of December 31,
2004, 414,689 treasury shares had been repurchased under this
program. Also in 2003, the Board of Directors authorized the

Company to repurchase up to 500,000 additional shares of the
Company’s Common Stock in the open market. No shares had
been repurchased under this additional authorization as of

December 31, 2004.

Prior to March 2002, the Company’s Common Stock was divided
into two series, Common Stock and Series B Common Stock.
Each share of Common Stock entitles the holder thereof to one
vote on all matters submirtted to the shareholders, and each share
of Series B Common Stock entitled the holder thereof to ten
votes on all such matters. During the fourth quarter of 2001, the
Company announced that all of its Series B Common Stock
would be exchanged into Common Stock. Under this program,
each Series B share held by the Company’s Employee Stock
Ownership Plan (“ESOP”) was exchanged for approximately
1.018 shares of Common Stock during the first quarter of 2002.
Immediately following that exchange, the remaining Series B
shares were automarically converted into Common equivalents in
accordance with provisions of the Company’s Articles of
Incorporation. This exchange resulted in 23,452 shares of
Common Stock being withdrawn from the Company’s treasury
stock. The effect of this exchange was reflected in the Company’s
Consolidated Balance Sheet during 2002, and did not impact its
net income for the year ended December 31, 2002. The
utilization of the treasury shares did not have a material effect on
the Company’s earnings per share computations.

The Company’s Articles of Incorporation authorize the issuance
of 6,000,000 shares of Series B Common Stock, par value $1 per
share. At December 31, 2004 and 2003, there were no shares of
such Series B Stock outstanding. The Company has no plans of
issuing any Series B Common Stock in the near future. The
Company’s Articles of Incorporation also authorize the issuance of
300,000 shares of Cumulative Preferred Stock, par value $1 per
share. At December 31, 2004 and 2003, there were no shares of
such Preferred Stock outstanding.

10. RIGHTS AGREEMENT

In 1999, the Company’s Board of Directors adopted a Rights
Agreement (the “Rights Agreement”). In connection with the
Rights Agreement, the Company declared a distribution of one
Right (a “Right”) for each outstanding share of Common Stock to
shareholders of record at the close of business on November 30,
1999. The Rights will become exercisable after a person or group
has acquired 25% or more of the Company’s outstanding
Common Stock or has announced a tender offer that would resule
in the acquisition of 25% or more of the Company’s outstanding
Common Stock. The Board of Directors has the option to redeem
the Rights for $0.001 per Right prior to their becoming
exercisable. The Rights will expire on November 16, 2009, unless
they are carlier exchanged or redeemed.
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of 25% or more of the Common Stock) will entitle its holder to
purchase, at the Right’s then current exercise price, a number of
shares of Common Stock of the Company having a value equal to
two times the exercise price of the Rights. In addition, at any time
after the Rights become exercisable and prior to the acquisition by
the acquiring party of 50% or more of the outstanding Common
Stock, the Company’s Board of Directors may exchange the
Rights (other than those owned by the acquiring person or its
affiliates) for Common Stock of the Company at an exchange
ratio of one share of Common Stock per Right.

11. LEASE COMMITMENTS

The Company’s noncancellable leases relate to office space,
computer hardware and software, office equipment and vehicles
with lease terms ranging from 1 to 10 years. Future annual
minimum lease payments under noncancellable operating leases as
of December 31, 2004 were as follows (in thousands):

Fiscal Year Operating Lease Obligation
2005 $15,803
2006 13,230
2007 11,302
2008 8,784
2009 6,804
Thereafter 10,031

Total $65,954

Rent expense under noncancellable operating leases was
$15,637,000 in 2004, $12,501,000 in 2003, and $11,432,000 in 2002.

The Company’s future minimum lease payments for capital leases
total $70,000 annually for 2005 through 2007, with the
remaining balance of $15,000 due in 2008. The amounts
representing interest, taxes and maintenance total $34,000 for the
years 2005 through 2008.

12. INCOME TAXES

The provision for/(benefit from) income taxes consisted of the
following (in thousands):

2004 2003 2002
Current income taxes:
Federal $ —  $(2,463) $ 6,821
State — 375 583
Foreign 2,349 967 1,335
Total current income
tax provision/(benefit) 2,349 (1,121) 8,739
Deferred income taxes:
Federal 8,018 3,670 (842)
State 137 305 (69)
Total deferred income
tax provision/(benefit) 8,155 3,975 (911)
Total provision for
income taxes $10,504 $ 2,854 $ 7,828

The following is a reconciliation of income taxes computed at the
Federal statutory rate to income tax expense recorded by the
Company (in thousands):

2004 2003 2002

Computed income taxes at
U.S. Federal statutory rate  $ 7,979  § 1,722 § 6,088

Foreign taxes, net of federal
income tax benefit 1,767 406 791

State income taxes, net of
federal income tax benefit 137 442 334
Nondeductible charges 411 415 376
Other, net 210 (131) 239
Total provision for

income taxes $10,504 $ 2,854 $ 7,828

The domestic and foreign components of the Company’s income
before income taxes are as follows (in thousands):

2004 2003 2002

Domestic $20,037 § 3,785 $17,983
Foreign 2,759 1,135 (589)
Total $22,796 § 4,920 $17,394

The components of the Company’s deferred income tax assets
and liabilities at December 31, 2004 and 2003 are as follows
(in thousands):

2004 2003

Deferred income tax assets:
Deductible temporary differences:
$ 9849 $ 5,370

Provision for expenses and losses

Billings in excess of revenues 3,825 5,678
State net operating loss carryforward 2,812 2,188
Federal net operating loss carryforward 2,108 —
Accrued vacation pay 2,013 1,775
Foreign tax credit 582 _
Fixed and intangible assets — 1,092
Charitable contribution carryforward 74 74
Other 99 95

Total deferred income tax assets 21,362 16,272

Deferred income tax liabilities:

Unbilled revenues (26,907) (18,119)
Undistributed foreign earnings (5,157) (2,160)
Valuation allowance - State (1,996) (2,188)
Fixed and intangible assets (1,652) —

Total deferred income tax liabilities (35,712) (22,467)

Net deferred tax liability $(14,350) $ (6,195)

As of December 31, 2004, the Company had net operating loss
(“NOL”) carryforwards of $6.0 million available for federal
income tax purposes and related amounts totaling $47.8 million
available in various states. These NOL carryforwards will expire in
various periods from 2010 to 2024. A valuation allowance has
been established for certain state NOL carryforwards. A valuation
allowance is provided when it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The
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Company has recorded a valuation allowance of $2.0 and $2.2
million in 2004 and 2003, respectively, for certain state NOL
carryforwards and deferred tax assets anticipated to produce no
tax benefit. The Company also has contribution carryforwards
totaling approximately $196,000 at December 31, 2004, which
will expire in 2009.

The Company has been informed by the Internal Revenue Service
that they will be conducting an audit of the Company’s 2002
consolidated U.S. income tax return commencing in March 2005.
During 2002, the Internal Revenue Service completed an
examination of the Company’s 1998 U.S. income tax return and
made no adjustments. The Company’s 2001, 2002 and 2003 U.S.
income tax returns remained subject to audit as of December 31,
2004. Management believes that adequare provisions have been
made for income taxes at December 31, 2004.

13. CONTINGENCIES

Insurance coverage is obtained for catastrophic exposures as well
as those risks required to be insured by law or contract. The
Company requires its insurers to meet certain minimum financial
ratings at the time the coverages are placed; however, insurance
recoveries remain subject to the risk that the insurer will be
financially able to pay the claims as they arise. The Company is
insured with respect to its workers' compensation and general
liability exposures subject to deductibles or self-insured retentions.
Loss provisions for these exposures are recorded based upon the
Company’s estimates of the aggregate liability for claims incurred.
Such estimates utilize certain actuarial assumptions followed in
the insurance industry.

The Company is self-insured for its primary layer of professional
liability insurance through a wholly-owned captive insurance
subsidiary. The secondary layer of the professional liability
insurance continues to be provided, consistent with industry
practice, under a “claims-made” insurance policy placed with an
independent insurance company. Under claims-made policies,
coverage must be in effect when a claim is made. This insurance is
subject to standard exclusions.

The Company’s professional liability insurance coverage had been
placed on a claims-made basis with Reliance Insurance Group
(“Reliance”) for the period July 1, 1994 through June 30, 1999.
In 2001, the Pennsylvania Insurance Commissioner placed
Reliance into liquidation. The Company remains uncertain at this
time what effect this action will have on any claim the Company
o its subsidiaries may have for insurance coverage under policies
issued by Reliance with respect to past years. A wholly-owned
subsidiary of the Company was subject to one substantial claim
which fell within the Reliance coverage period. This claim was
settled in the amount of $2.5 million, and payment was made by
the Company in 2003. Due to the liquidation of Reliance, the
Company is currently uncertain what amounts paid to settle this
claim will be recoverable under the insurance policy with

Reliance. The Company is pursuing a claim in the Reliance
liquidation and believes that some recovery will result from the
liquidation, but the amount of such recovery cannot currently be
estimated. The Company had no related receivables recorded
from Reliance as of December 31, 2004.

In July 2001, the Company announced that it had become aware
that certain activities related to the operations of a 53% owned
Nigerian subsidiary acquired in 1993 were the subject of an
inquiry by the U.S. Department of Justice. There has been no
activity in this matter since 2002. At this time, the Company
does not expect that any remaining costs associated with this
matter will have a material adverse effect on its consolidated
financial statements.

As of December 31, 2003, the Company disclosed its awareness of
an unasserted claim to recover alleged preference payments made
to the Company within 90 days prior to a customer’s Chaprer 11
bankruptcy filing in 2002. During the third quarter of 2004, this
preference claim was formally asserted against the Company.
Subsequently, in October 2004, an agreement was reached to
dismiss the preference claim against the Company in exchange for
the Company’s vote in favor of the current plan of reorganization
and the Company waiving its entitlement as an unsecured creditor
in the bankruptcy proceeding. This agreement was finalized during
the fourth quarter of 2004. No amounts pertaining to the
preference claim were previously accrued, and neither this claim
nor its settlement had any effect on the Company’s results of
operations for the year ended December 31, 2004.

During 2000, the Company sold certain assets associated with its
former heavy & highway construction business to A&L, Inc. This
sale agreement provided indemnifications to the buyer for
breaches of certain obligations by the Company. There was no
dollar limit on these indemnifications, and the terms of the
indemnifications vary but will ultimately be governed by the
applicable statutes of limitations. In October 2003, A&L filed a
lawsuit against the Company and a subsidiary alleging
misrepresentation and breach of warranty in connection with the
asset sale. The Company believes that A&Ls claims are without
merit and is vigorously contesting this lawsuit.

The Company has been named as a defendant or co-defendant in
other legal proceedings wherein substantial damages are claimed.
Such proceedings are not uncommon to the Company’s business.
After consultations with counsel, management believes that the
Company has recognized adequate provisions for probable and
reasonably estimable liabilities associated with these proceedings,
and that their ultimate resolutions will not have a material adverse
effect on the consolidated financial statements of the Company.

At December 31, 2004, the Company had certain guarantees and
indemnifications outstanding which could result in future
payments to third parties. These guarantees generally result from
the conduct of the Company’s business in the normal course.
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The Company’s outstanding guarantees at December 31, 2004
were as follows:

Related

liability

Maximum balance

undiscounted recorded at

(Dollars in millions) future payments 12/31/04
Standby letters of credit:

Insurance related $ 6.8 $ 6.8

Other 0.3 —

Sale of certain construction assets Unlimited —

The Company’s banks issue standby letters of credit (“LOCs”) on
behalf of the Company under the Agreement as discussed morte
fully in Note 8 above. As of December 31, 2004, most of the
Company’s outstanding LOC amount was issued to an insurance
company to serve as collateral for payments the insurer is required
to make under certain of the Company’s self-insurance programs.
This LOC may be drawn upon in the event that the Company
does not reimburse the insurance company for claims payments
made on behalf of the Company. Such LOC renews automatically
on an annual basis unless either the LOC is returned to the bank
by the beneficiary or the Company’s banks elect not to renew it.

14. EMPLOYEE STOCK OWNERSHIP PLAN AND TRUST

The Company maintains a defined contribution retirement
program through its ESOP, in which substantially all employees
are eligible to participate. The ESOP offers participants several
investment options, including a variety of mutual funds and
Company stock. Contributions to the ESOP are derived from a
401(k) Salary Redirection Program with a Company matching
contribution, and a discretionary contribution as determined by
the Company’s Board of Directors. Under the 401(k) Salary
Redirection Program, the Company revised its matching
contribution percentage effective January 1, 2004 to match up to
100% of the first 3% and 50% of the next full 3% of eligible
salary contributed, theteby resulting in 2 Company match of as
much as 4.5% of eligible salary contributed. Previously, the
Company matched 100% of the first 5% and 50% of the next
full 1% of eligible salaty contributed by participants. The
Company’s matching contributions are invested not less than
25% in Michael Baker Corporation Common Stock, with the
remaining 75% being available to invest in mutual funds or the
Company’s Common Stock, as directed by the participants. The

Company’s required cash contributions under this program
amounted to $5,006,000, $6,341,000 and $6,006,000 in 2004,
2003 and 2002, respectively. An additional discretionary employer
contribution of $1,500,000 for 2004 was approved by the
Company’s Board of Directors in February 2005, and accrued as
of December 31, 2004. No discretionary employer contributions
were expensed in either 2003 or 2002.

As of December 31, 2004, the market value of all ESOP
investments was $159,000,000, of which 27% represented the
market value of the ESOP’s investment in Michael Baker
Corporation Common Stock. The Company’s ESOP held 26% of
both the shares and voting power for the outstanding Common
Stock of the Company at December 31, 2004.

15. STOCK-BASED COMPENSATION

In January 2003, the FASB issued SFAS 148, which amended
SFAS 123 to provide alternative methods of transition for
companies that voluntarily change to the fair value based method
of accounting for stock-based employee compensation. The
Company subsequently adopted the prospective method of
applying SFAS 148. Under the prospective method, the Company
began expensing the fair value of all stock options granted,
modified or settled effective January 1, 2003. During 2004 and
2003, the Company granted a total of 14,000 options each year to
its nonemployee Board members and recognized related
compensation expense in the amount of $80,000 and $61,000,
respectively. The exercise prices associated with these option grants
were equal to the average market prices on the dates of the grants.
No related stock compensation expense was recorded during 2002.
The Company currently pays no dividends.

Prior to January 1, 2003, the Company utilized the intrinsic value
method of accounting for stock-based compensation, as originally
promulgated by APB 25 and as permitted under SFAS 123,
Accordingly, no compensation expense was recognized for stock
options granted prior to January 1, 2003. If compensation
expense for the Company’s stock incentive plans had been
determined based on the fair value at the grant dates for awards
under those plans, consistent with the method prescribed by
SFAS 123, the Company’s pro forma net income and net income
per share amounts would have been as follows:
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(In thousands) 2004 2003 2002
Net income, as reported $12,292 $ 2,066 $ 9,566
Add:  Stock-based employee compensation
expense included in reported net income,
net of related tax effects 77 33 58
Deduct: Total stock-based employee
compensation expense determined under
fair value method for all awards, net of
related tax effects (176) (202) (630)
Pro forma net income $12,193 $ 1,897 $ 8,994
2004 2003 2002
Reported earnings per share:
Basic $ 1.46 $ 025 $ 115
Diluted 1.44 0.25 1.12
Pro forma earnings per share:
Basic $ 145 $ 023 $ 1.08
Diluted 1.43 0.23 1.05

16. STOCK OPTION PLANS

As of December 31, 2004, the Company had two fixed stock
option plans. Under the 1995 Stock Incentive Plan (the “Plan”),
the Company was authorized to grant options for an aggregate of
1,500,000 shares of Common Stock to key employees through
December 14, 2004. Under the amended 1996 Nonemployee
Directors’ Stock Incentive Plan (the “Directors’ Plan™), the
Company may grant options and restricted shares for an aggregate
of 400,000 shares of Common Stock to nonemployee board
members through February 18, 2014. The Directors Plan was
amended by a vote at the annual meeting of shareholders in April
2004 to increase the number of shares available for grant to
400,000 from 150,000 shares. Under both plans, the exercise
price of each option equals the average market price of the
Company’s stock on the date of grant. Unless otherwise
established, one-fourth of the options granted to key employees

became immediately vested and the remaining three-fourths
vested in equal annual increments over three years under the now
expired Plan, while the options under the Directors’ Plan become
fully vested on the date of grant. Vested options remain
exercisable for a period of ten years from the grant date under

both plans.

Under the Directors’ Plan, each nonemployee director was issued
1,000 restricted shares of Commeon Stock for a total of 7,000
shares of restricted stock issued in each of 2004 and 2003, and
8,000 shares of restricted stock issued in 2002. The Company
recognized compensation expense totaling $63,000, $20,000 and
$120,000 related to the issuance of these restricted shares in
2004, 2003 and 2002, respectively. Restrictions on the shares
expire two years after the issue date.

The following table summarizes all stock option activity for both
plans in 2004, 2003 and 2002:

Weighted

average

Shares subject exercise price

to option per share

Balance at December 31, 2001 540,937 $ 7.98
Options granted 232,470 15.58
Options exercised (76,270) 7.51
Options forfeited or expired (67,283) 12.78
Balance at December 31, 2002 629,854 $ 1034
Options granted 14,000 8.55
Options exercised 9,875) 4,94
Options forfeited or expired (9,698) 14.47
Balance at December 31, 2003 624,281 $ 10.32
Options granted 14,000 12.63
Options exercised (192,136) 7.88
Options forfeited or expired — —
Balance at December 31, 2004 446,145 $ 11.44
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The weighted average fair value of options granted during 2004, 2003 and 2002 was $6.59, $3.99 and $8.01, respectively. As of
December 31, 2004, no shares of the Company’s Common Stock remained available for future grant under the expired Plan, while

256,000 shares were available for future grant under the Directors’ Plan.

The following table summarizes information about stock options outstanding under both plans as of December 31, 2004:

Oprtions Outstanding

Options Exercisable

Weighted Weighted

Number of  Average average Number of average

Range of exercise prices options life*  exercise price options exercise price
$ 4.8125 - $ 6.9063 77,854 4.2 $ 6.02 77,854 $ 6.02
$ 7.8125 - § 9.0000 48,957 6.6 8.47 48,957 8.47
$9.5313 - $12.850 144,710 4.2 10.36 60,371 10.68
$15.035 - $15.625 174,624 7.2 15.58 130,848 15.56
Total 446,145 5.6 $ 11.44 318,030 $11.21

*Average life remaining in years
J

The fair value of options on the respective grant dates was estimated using a Black-Scholes option pricing model, based on the

following assumptions:

2004 2003 2002
Weighted average risk-free interest rate 5.5% 5.5% 5.7%
Weighted average expected voladility 45.4% 40.6% 47.7%
Expected option life 6 years 6 years 6 years
Expected dividend yield 0% 0% 0%
17. QUARTERLY RESULTS OF OPERATICONS (UNAUDITED)
The following is a summary of the unaudited quarterly results of operations for the two years ended December 31, 2004
(in thousands, except per share information):
2004 — Three Months Ended
Mar. 31 une 30 Sept. 30 Dec. 31*
Total contract revenues $ 125,005 $ 130,603 $ 140,652 $ 154,492
Gross profit 20,941 23,990 21,986 19,271
Income before income taxes 5,845 6,342 5,969 4,639
Net income 3,098 3,605 3,283 2,305
Diluted net income per common share $ 0.37 $ 0.42 $ 0.38 $ 0.27
* Includes pre-tax expense totaling $1.5 million for a discretionary employer contribution to the Company’s 401(k) program (see Note 14).
2003 ~ Three Months Ended
Mar. 31 June 30 Sept. 30 Dec. 31
Total contract revenues $ 99,299 $ 104,799 $ 106,338 $ 115,547
Gross profit 13,446 15,019 16,282 16,357
Income/(loss) before income taxes (179) 122 2,508 2,469
Net income/(loss) (97) 68 1,205 890
Diluted net income/(loss) per common share 3 (0.01) $ 0.01 $ 0.14 $ 0.11
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MANAGEMENT’S REPORTS TO SHAREHOLDERS

MANAGEMENT'S RESPONSIBILITY FOR

FINANCIAL STATEMENTS

Management of Michael Baker Corporation is responsible for
preparing the accompanying financial statements and for ensuring
their integrity and objectivity. These financial statements were
prepared in accordance with accounting principles generally
accepted in the United States of America and fairly represent the
transactions and financial position of the Company. The financial
statements include amounts that are based on management’s best
estimates and judgments.

The Company’s financial statements have been audited by
PricewaterhouseCoopers LLP, independent registered public
accountants, as selected by the Audit Committee. Management
has made available to PricewaterhouseCoopers LLP all the
Company’s financial records and related data, as well as the
minutes of shareholders’ and directors’ meetings.

The Audit Commirtee is composed of directors who are not
officers or employees of the Company. It meets regularly with
members of management, the internal auditors and the
independent registered public accountants to discuss the adequacy
of the Company’s internal control over financial reporting, its
financial statements, and the nature, extent and results of the
audit effort. Both the internal auditors and the independent
accountants have free and direct access to the Audit Committee
without the presence of management.

MANAGEMENT'S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The Company’s management is responsible for establishing and
maintaining adequate internal control aver financial reporting, as
such term is defined in Exchange Act Rule 13a-15(f). Under the
supervision and with the participation of our management,
including our principal executive officer and principal financial
officer, we conducted an evaluation of the effectiveness of our
internal control over financial reporting based on the framework
in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in
Internal Control — Integrated Framework, our management
concluded that our internal control over financial reporting was
effective as of December 31, 2004. Our management’s assessment
of the effectiveness of our internal control over financial reporting
as of December 31, 2004 has been audited by
PricewaterhouseCoopers LLE an independent registered public
accounting firm, as stated in their report which is included herein.

OV ks

Donald P, Fusilli, Jr.
President and Chief Executive Officer

sy

William P. Mooney
Executive Vice President and Chief Financial Officer

g, 0. My

Craig O. Stuver
Senior Vice President, Corporate Controller and Treasurer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of Michael
Baker Corporation:

We have completed an integrated audit of Michael Baker
Corporation’s 2004 consolidated financial statements and of its
internal control over financial reporting as of December 31, 2004
and audits of its 2003 and 2002 consolidated financial statements
in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Our opinions, based
on our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated balance sheets
and the related consolidated statements of income, shareholders’
investment and cash flows present fairly, in all material respects,
the financial position of Michael Baker Corporation and its
subsidiaries at December 31, 2004 and 2003, and the results of
their operations and their cash flows for each of the three years in
the period ended December 31, 2004 in conformity with
accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform
the audit to obrain reasonable assurance about whether the
financial statements are free of material misstatement. An audit of
financial statements includes examining, on a test basis, evidence
supporting the amourits and disclosures in the financial
statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in the
accompanying Management’s Report on Internal Control Over
Financial Reporting, that the Company maintained effective
internal control over financial reporting as of December 31, 2004
based on criteria established in Jnternal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSOQ), is fairly stated, in all
material respects, based on those criteria. Furthermore, in our
opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of December
31, 2004, based on criteria established in futernal Control —
Integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the

effectiveness of internal control over financial reporting. Our
responsibility is to express opinions on management’s assessment
and on the effectiveness of the Company’s internal control over
financial reporting based on our audit. We conducted our audit of
internal control over financial reporting in accordance with the
standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform
the audit to obrain reasonable assurance about whether effective
internal control over financial reporting was maintained in all
material respects. An audit of internal control over financial
reporting includes obtaining an understanding of internal control
over financial reporting, evaluating management’s assessment,
testing and evaluating the design and operating effectiveness of

internal control, and performing such other procedures as we
consider necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (i) pertain
to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of
the company; (i} provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
staternents in accordance with generally accepted accounting
principles, and thart receipts and expenditures of the company are
being made only in accordance with authorizations of
management and directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial
teporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

JMA/W LLP

Pittsburgh, Pennsylvania
March 15, 2005
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SUPPLEMENTAL FINANCIAL INFORMATION

Marker Information - Common Shares

The principal market on which Michael Baker Corporation Common Stock is traded is the American Stock Exchange. High and low

closing prices of the Common Stock for each quarter during 2004 and 2003 were as follows:

2004 2003
Fourth Third Second First Fourth Third Second First
High $20.10 $16.68 $15.80 $12.84 $10.80 $11.02 $10.70 $11.00
Low 15.40 13.12 11.15 10.02 9.47 9.46 8.37 7.35
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DONALD P. FUSILLL JR,, ].D., PE.
President and Chief Executive Officer

WILLIAM P. MOONEY
Executive Vice President and Chief Financial Officer

H. JAMES MCKNIGHT, ].D.

Executive Vice President, General Counsel and Secretary

MONICA L. IURLANO
Fxecutive Vice President and Chief Resources Officer

CRAIG O. STUVER, CPA

Senior Vice President and Corporate Controller

BRADLEY L. MALLORY

President — Engineering

JOHN D. WHITEFORD

Executive Vice President — Engineering

JAMES B. RICHARDS, JR., PE.

Executive Vice President — Engineering

DAVID J. GREENWOOD, PE.

Senior Vice President — Engineering

RICHARD W. GIFFHORN
President — Energy

REX P. DOYLE

Senior Vice President — Energy Operations and Business
Development
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